

















TTT 
NH | 


| 
| 
| 


| 
| 


mM 








~ 
bd 
te 
eer 
oe 
— 
* 
w 
ne 
oe 
local 
e 
w 
=—_— 
= 
= 
— 
en 
TN 


= 
$3 
FR 
wR 
= 
Re: 
SN 
Sab 
Set 
tee 
S 
S 
e-) 
Si 


SECTION Il 


oo 
an 
-~ 
= 

ca 


od. 


WASHINGTON, OCTOBER 


NO. 182 


VOL. VI. 






































































































































Official Proceedings: 


Sixty-second Annual Meeting 


NATIONAL CONVENTION 


of 


of the 48 States and the District of Columbia 


Held at Portland, Oregon 


September 14-17, 1931 


+ 


+ 


+ 





Complete Stenographic 





























1ington, 
Cc. 


I 
D. 


The Anited States Baily ““ 


al 


Education 
Department 
































OUT OF THE SKIES— 


Ni pJMTML aD = i. 


Cash Capital 
$24,000,000.00 


Net Surplus 
$36,398,755.35 
(Accumulated over 78 years) 
Surplus to Policyholders 
$60,398,755.35 


Additional Funds 
$38,936,368.00 


(Pro Rata Unearned Premiums) 


Reserved 


for miscellaneous accounts, taxes, dividends, 
and other obligations 


$12,754,865.55 
Assets 


Cash on hand, funds conservatively invested 
or current belences payable when due 


$112,089,988.90 


THE HOME 


ORGANIZED 1853 


Strength 


comes a mighty dirigible.- It has crossed oceans, combatted head- 
winds, outridden storms and come through unscathed. Strength 
and power scientifically applied and expertly controlled have con- 
quered the air. » The financial strength of The Home Insurance 
Company of New York has attained great height through the con- 
sistent building up of a financial reserve capable of outriding 
the strain of constantly occurring losses and the occasional 
period of economic depression. » An insurance contract with The | 
Home of New York is a guarantee of prompt and full settlement in 


case of loss occurring under its policies. > » » » 


NEW YORK 


WILFRED KURTH, President 
59 MAIDEN LANE 


INSURANCE 
COMPANY 


Reputation «» Service 
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A PREFACE 


Every man antici pates % 
the day when he can safely lay aside financial 
problems—the day his “ship comes in.” A few 


are born to fortune, but the majority must seek 


independence through toil and thrift. If he is. 


one of that majority, the realization of his 
ambition will depend upon the success or 
failure of his plan to achieve it. 


Of the’ plans available to the man who seeks 
to build up a competence, life insurance has 
been accepted as ideal because it not only will 
provide that competence but will project in- 
come beyond his earning period if it be cut 
Short. Life insurance stands ready to bridge, 
as nothing else can, the gulf between purpose 
and accomplishment. 8 


It was to the purpose of safeguarding financial 
futures that the Mutual Benefit was dedicated 
over eighty-six years ago.. The Company ‘has 
always been purely- mutual and it stands out 
among the great companies for liberal treat- 


7 


ment of policyholders—the extension of new 
benefits to old policyholders wherever possible 
is but one distinctive feature. 


Experience gained in more than three-quarters 
of a century of economical management and 
judicious investment of funds renders it one of 
the safest and strongest financial institutions 
in the world today. 


a 


The 628,844 policy contracts which were out- 
standing on December 31, 1930, are models of 
their kind. They are definite contracts to pay, 
backed by a portfolio of sound securities accu- 
mulated under the supervision of the insurance 
departments in forty-two states. With these 
facts in view, insuring in the Mutual Benefit 


is a fitting preface to financial independence. 


Whether your problem is establishing a family 
estate or financing retirement, you will find that a 
discussion with a representative will help you solve 
it. There is a Mutual Benefit office in most of 


the important communities throughout the country. 


& 


The MUTUAL BENEFIT 
LIFE INSURANCE COMPAN Y 


HOME OFFICE 


NEWARK, NEW JERSEY 
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WASHINGTON, OCTOBER 5, 1931 


MONDAY MORNING SESSION, SEPTEMBER 14, 1931 


The opening session of the Sixty-second Annual Session of the National 
Convention of Insurance Commissioners, held Sept. 14-17, 1931, at the Mult- 
nomah Hotel, Portland, Oreg., convened at 10:20 o'clock, Mr. Jess G. Read, 
Insurance Commissioner of Oklahoma, the president of the Convention, pre- 
siding. 

PRESIDENT READ: I hereby declare the Sixty-second Annual Convention 
of Insurance Commissioners in session. 


I shall reverse the program just a little bit and at this time we will ask the 
Rev. Dr. Harold E. Bowman to come forward and deliver the invocation. 

REV. HAROLD E. BOWMAN: O God and Father of us all, we pause for 
this moment in quiet reverence, for life grows finer and purposes more noble 
when we are conscious of Thy presence. O Thou who art goodness and 
truth, justice and love, do Thou guide our lives, our plans, our thoughts, that 
they may be viewed not in the light*of custom or expediency of load but in 
the brighter blaze of utter truth, sheer righteousness of invincible brotherly 
love. So may we move forward to that nobler order when justice shall flow 
down as a mighty river, as the waters cover the sea. Wilt Thou bless the 
members of this conference and the work in which they share. Guide them 
that their lives aud their activities may share in the accomplishment of those 
ends that will ennoble and serve humanity. Guide them and all of us who 
are citizens of this nation that we may share in planning and creating a nobler 
nation, the fulfiillment of our forefathers’ dreams;a land wherein justice shall 
banish want, and love shall overcome hatred, a time we pray for when 
men shall all live as children of light. For that goal we pray and to it we 
dedicate our lives. Amen. 

PRESIDENT READ: The Secretary will now call the roll of States. As he 
calls the State the Superintendent or Commissioner or someone from the 


Department will stand, announce his name, title, and those accompanying 
him. 


Roll Call of Convention Delegates 

SECRETARY CALDWELL: I shall cafi the roll. 

Secretary Caldwell called the roll and the following were present: 

California.—E. Forrest Mitchell, Commissioner; S. H. Beckett, Deputy; L. 
Rouble, Supervising Examiner; W. C. Green, Consulting Actuary. 

Coiorado.—Jackson Cochrane, Commissioner. 

Connecticut—Howard P. Dunham, Commissioner; R. O. Hooker, Actuary. 

District of Columbia.—Herbert L. Davis, Superintendent of Insurance. 

Idaho.—_Warren H. Bakes, Director of Insurance. 


Illinois —Leo H. Lowe, Director of Trade and Commerce; Harry W. Hanson, 
Superintendent of Insurance; Robert B. Daly, Supervisor of Examinations. 


Indiana.—John C. Kidd, Commissioner of Insurance. 
Iowa.—E. W. Clark, Commissioner of Insurance. 
Kansas.—Charles F.. Hobbs, Commissioner of Insurance. 


Kentucky.—Bush W. Allin, Commissioner of Insurance; W. P. Tate, Actu- 
ary; S. W. Eskew, Chief Examiner. 

Louisiana.—John D. Saint, Commissioner; Fernand Mouton, Commissioner. 

Maryland.—Hazelton A. Joyce Jr., Deputy Insurance Commissioner, 

Massachusetts.—Arthur E. Linnell, Deputy Commissioner. 

Michigan.—Charles D. Livingston, Commissioner of Insurance. 

Minnesota.—Garfield W. Brown, Commissioner of Insurance. 

Missouri.—James K. Coolidge, Counsel of Insurance Department. 

Montana.—George P. Porter, Commissioner of Insurance. 

New Hampshire.—John E. Sullivan, Commissioner of Insurance. 

New Jersey.—C. A. Gough, Deputy Commissioner; B. E. Shepherd, Actuary. 

New York.—George S. Van Schaick, Superintendent; Nelson B. Hadley, 
Chief Examiner of Life Companies; John E. Diefendorf, Chief Examiner of 
Mutuai Companies; Charles E. Ryan, Chief Examiner of Fire Companies; 
J. J. McGrath, Chief, Rating Bureau. 

North Dakota.—S: A. Olsness, Insurance Commissioner; A. R. Aslakson. 
Deputy Commissioner. 

Ohio.—Charles T. Warner, Superintendent of Insurance. 

Oklahoma.—Jess G. Read, Commissioner of Insurance; William Murdoch, 
Secretary of State Insurance Board. 

Oregon.—A. H. Averill, Commissioner of Insurance; J. M. Sehon, Assistant 
Commissioner; L. B. Davis, Deputy Commissioner; John Y. Richardson,/Chiet 
Examiner. 

Pennsylvania.—J. A. Daley, Beputy Commissioner. 

South Dakota.—cC. R. Horswill, Commissioner of Insurance: James Houli- 
han, Examiner. 

Tennessee.—J. I. Reece, Commissioner of Insurance; A. S. Caldwell, ex-Com- 
missioner. 

Texas.—William A. Tarver, Chairman of Board of I::surance Commissioners; 
Walter S. Pope, Commissioner of Casualty Insurance 

Utah.—J. G. McQuarrie, Commissioner of Insurance. 

Vermont.—Robert C. Clark, Commissioner of Banking and Insurance. 

Virginia.—George A. Bowles, Deputy Commissioner, Insurance and Banking 

Washington.—H. O. Fishback, Commissioner of Insurance; J. O. Rummens, 
Deputy Commissioner. 

West Virginia —Wiliam E. White, Deputy Commissioner in Charge. 

Wisconsin.—H. J. Mortensen, Commissioner of Insurance. 

Wyoming.—Theodore Thulemeyer, Commissioner of Insurance. 

SECRETARY CALDWELL: Are there any others who have come in since 
the roll began who didn’t answer? 

PRESIDENT READ: There are 35 States that answered the roll, a splendid 
attendance. 

Hon. A. H. Averill, Insurance Commissioner of Oregon, pinch-hitting for 
Governor Meier, will now on behalf of the State of Oregon deliver a wel- 
coming address. Mr. Averill. (Applause.) 

COMMISSIONER A. H. AVERILL (Oregon): Mr. Chairman, Fellow Com- 
missioners and Visitors: We nave in Oregon a business man as a Governor, 
one who is interested in.everything that goes to the making of a better State 
and a better Nation. He was very desirous of being here this morning to ex- 
tend you his personal welcome, but on account of illness which has confined 
him to his rooms for over two weeks he is unable to be here, and he asked 


me to present to you his words of greeting. and with your permission I will 
rcad what he wishes to state. 


Welcome Extended in Behalf of Governor 


wcoutlemen of the Convention and Guests: 

I assure you that it is a pleasure, indeed I esteem it a rare privilege to 
address such a gathering of distinguished public officials which is assembled 
here upon this occasion, and I bid you a hearty and sincere welcome to the 
Pacific Northwest and particularly to Oregon and Portland, the City of Roses. 

I do not speak lightly when I use the term “distinguished” in referring to 
this group, for in doing so I have in mind the grave responsibilities which 
rest upon the shoulders of you gentlemen in whose keeping is entrusted the 
future well-being, comfort and happiness of millions of helpless widows, or- 


POLL eC 


phans and others whose very existencé depends upon the protection you afford 
them in the stewardship of your offices. 

When I contemplate the fact that upon you, individually and severally in 
your quasi-judicial capacities, devolves the safeguarding of the interests of 
millions of investors in life, health and accident, fire and other forms of in- 
surance against disaster and privation, representing hundreds of billions of 
dollars in value (almost equal the entire wealth of the United States), I 
cannot help but be impressed with a feeling of respect and esteem for you 
who have assumed and are nobly endeavoring to discharge that trust. 

I am informed by Insurance Commissioner Averill that in this State alone 
over $2,250,000,000 of insurance protection of various classes was carried by 
603 companies upon the people and properties of Oregon at the close of 1930, 
and upon which $20,000,000 per year is paid by insurance companies to Oregon 
beneficiaries. I fully appreciate what insurance means to our citizenship in 
distress and that Oregon’s record is but a mere drop in the bucket in com- 
parison to the value of insurance protection in force in other more populous 
States of the Union. 


Purpose of Commissioners’ Meeting 


You are gathered here for the purpose of comparing notes and endeavoring 
to encompass the solution of problems which confront each and all of you 
in your respective jurisdictions in the interest and for the benefit of the 
public which you are delegated to serve, as well as to upbuild and strengthen 
the business structure which provides this humanitarian protection, and I 
bespeak for you the heartiest well wishes of the Oregon and Pacific coast 
public in the success of your deliberations. 

On behalf of the people of the sovereign State of Oregon, as well as the 
entire Pacific Northwest, I bid you a hearty and wholesome welcome to the 
metropolis of our State and trust that you will find time to avail yourselves 
of the opportunity to view the wonders and beauties of our great outdoors, 
of which we are justly proud and for which we offer no apologies or excuses. 
The program of entertainment offered you by the insurance fraternity and 
the citizenship of Portland and Oregon makes provision for this experience, 
and I feel that nothing has been or will be overlooked which will contribute 
to your comfort and pleasure. 

I am sorry that I am denied the privilege and pleasure of participating in 
the benefits to be derived from the debates and deliberations upon the grave 
subjects embraced in your program of your convention, but feel certain that 
the responsibility rests in capable and trustworthy hands and that you will 
render a good accounting of your stewardship. 

It will not be necessary to present you with the keys to the portals of the 
State of Oregon, which are never locked but are ever opened wide in char- 
acteristic hospitality and cordiality to the stranger within our gates, a fact 
of which we are proud and to which I feel you will bear willing witness once 
you are privileged to enjoy. 

Again assuring you that the people of Oregon and Portland feel just pride 
in the rare privilege of being your hosts, and wishing you unqualified success 
in the solution of the problems with which you are confronted, to the ever- 
lasting benefit of the public which you serve and in justice to the business 


of insurance which it is your duty to protect from unjust and illegal impo- 
sitions and practices. 


I thank you. (Applause.) 


Response to Address of Welcome 


PRESIDENT READ: 
land, in the audience? 

The response to the address of welcome will now be given by Honorable 
Charles D. Livingston, Insurance Commissioner of the State of Michigan. 
(Applause.) 

COMMISSIONER CHARLES D. LIVINGSTON (Michigan): Mr. President, 
Commissioner Averill, Representative of Governor Meier, Fellow Commis- 
sioners, Ladies and Gentlemen: 

In béhalf of the National Convention of Insurance Commissioners I wish 
to thank the representative of Governor Meier for the kind words he has 
expressed on the occasion of our /isit to the great City of Portland and the 
great State of Oregon. We have all looked forward to this visit to the great 
West, where many of us have not had the good fortune to come before. 
From our boyhood days the West has appealed to us and we have looked 
longingly toward it. I doubt if there is a man from the East or South here 
today who has not had sometime a desire to come West to make his home. 
I am certain I express the opinion of all of us that your State and city are 
even greater and better than we expected, and I know that we are going to 
have a most enjoyable time in your city and State. 

The Commissioners, Mr. Averill, are sort of a tame lot of fellows, and 
the Mayor need have no fear that the peace and tranquility of this city will 
be disturbed by them, However, we have some in the Third House (or, as the 
Honorable Vic Barry, dean of this group, calls them “The Barnacles”) who 
may stir up a little trouble, but I am certain that we Commissioners can 
handle them very well and keep them within the law. 

The National Convention of Insurance Commissioners was organized in 
1871, and this is the sixty-second annual meeting of this body. I am certain 
that the able Commissioners who founded this organization would probably 
have named it something else, had they known that every society and luncheon 
club in the United States were going to hold annual conventions. Every 
time I ask the Administrative Board of Michigan for permission to attend 
these meetings it is necessary to explain that this is not a convention in the 
ordinary sense. This Convention in its long history has done a wonderful 
work for the insurance business of the United States. It has striven always 
for the best and has had great influence in bringing about uniformity in the 
insurance laws of our States. 

While I am Commissioner of Insurance of Michigan, nevertheless the 
National Convention of Insurance Commissioners has great influence on the 
laws in my State, the same as it does in every other Stcte in the Union. 
nevertheless the real work of this Convention is done in private conferences 
among Insurance Commissioners of the different States and by the com- 
mittee of this Convention on the various subjects and their decisions 
will be respected by all Commissioners in the United States. 

We are glad to be here today, and I know we are going to enjoy our visit in 
the State of Oregon and the City of Portland, and I wish to thank you as 


a representative of Governor Meier for the gracious welcome you have 
given us. 


I‘thank you 


Is the Honorable George L. Baker, Mayor of Port- 


(Applause.) 


Address of President of the Convention 


PRESIDENT READ: It is customary at this stage of tbe proceedings for 
the President to read his annual address. That practice will be followed. 
In speaking of this organization a distinguished former Commissioner usec 
the following language: 
“The Insurance Commissioners Convention is a voluntary organiza- 
tion, existing without word of law or legislative enactment. It is a’ 
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association of public officials who believe that by cooperation the in- 
terests of the public and insurance business may be served.” 

In line with the above definition of this Convention I wish to give it as 
my opinion that the past year has witnessed more cooperation among the 
members than in any previous year, and likewise a greater service has been 
rendered to the public and the insutance world. 

While the insurance business is interstate and national in its scope, it is 
not supervised by the National Government. The “nearest approach to 
national supervision lies in the Insurance Commissioners Convention, aml a 


recommendation or resolution adopted by that body is second only t# a 
statutory enactment. 


Uniformity and Economy Effected 


While the Commissioners cannot go beyond the regular requirements of the 
several States, they have by agreement and cooperation gained uniformity 
in blanks and forms used by the several companies. Formerly a company 
operating nation-wide had to use 48 kinds of blanks in submitting its annual 
statement. A uniform blank now serves the purpose. Likewise the Conven- 
tion has reduced the great burden of examination costs to the companies, 
and today two or more departments may join in representing the Convention 
and their report is accepted by other States. 

The National Convention of Insurance Commissioners has always been 
mindful of the primary interests of the public in efficient and just super- 
vision. At the same time, however, it also has been mindful that efficient 
regulation under the law should not be construed to mean domination. It 
has realized that when State reguiation descends to the levél of public 
harassment, when it enters into control of minute details of the conduct 
of a business, and when it tends to rob private enterprise of initiative, 
the worst sufferers are apt to be the people in whose interest this super- 
regulation divides attention from the main objective—the protection of the 
public and the safeguarding of industrial development. 


When business is bad, there is always an alarming increase in the number 
of these who denounce it and who propose to cure its ills by further and 
more stringent legislative enactment or official decrees. It is therefore 
incumbent on those charged with the duties of supervising and regulating 
insurance on behalf of the public to see to it that this ‘reat institution is 
protected from unwarranted and vicious attacks by mal.ontents and those 
who do not understand its fundamental aspects. If we fail in this, we will 
fail in our duty to the public and the policyholders in particular. 


If the insurance companies alone were affected by unjust attacks and 
attempts at repressive regulations tending to adversely affect their ability 


to meet their obligations, we might be excused in ignoring the outcome; 


but when the paramount interest of the public is directly involved, our 
responsibility is challenged and action demanded. If those in charge of 
insurance supervision permit any class of companies to be financially starved 
by inadequate rates, they are more at fault than if they permitted excessive 
rates. The toll enacted by weak and tottering insurance companies is higher 
in the end than any that might be exacted by the toleration of a profiteering 
rate schedule. In either event, the public pays the bill. There is a medium 
between these extremes which must be found and supported by State in- 
surance supervisors, and to that great task I commend you. 


In American politics, mere size subjects a business to a certain amount 
of unmerited assault. Exigencies of polities may lead political forces to seek 
popular support by attacking anything that is large and weil established. 
Particularly is this true during times of discontent and the insurance in- 
dustry by reason of its gigantic proportions offers an inviting field to the 
politically-minded. The Insurance Commissioner under whose supervision 
the companies operate, is first interested in insurance legislation, and acting 


on behalf of the public and the safety of their investments, is often required 
to take up the shield in their defense. 


*Stability of Insurance Companies 


I think it is very significant that during an era of economic and financial 
distress the strongest and the most stable of all the financial institutions 
of this country have been the great insurance companies. Their assets are 
practically unimpaired, their policies are worth just as much today as they 
were in 1929. There have been no failures of insurance companies worthy 
of note during the last two years, and the public loss through such failures 
as have occurred has been negligible. What I say applies to all lines of 
insurance, life, fire, marine and casualty and surety. The institution of in- 
surance, indeed, has been the greatest stabilizing influence in this crisis. 
It has been the backbone of finance. It has done more than any other in- 
fluence to avert a much greater disaster than that which we have been 
through. Its investments have for the most part stood the test, and its 
ability to continually jnvest has produced a liquid fund constantly at work 
and when credit was strained at times almost to the breaking point, it was 
in producing new wealth. It has never faltered as the foundation of credit, 
and when credit was strained at times ¢imost to the breeking point, it was 
insurance which maintained it. Those who are engaged in th's great business 
and who are responsible to a large extent for its conduct may well feel 
proud of this record. 

For my part, I think that the character and type of insurance supervision 
as carried out under the general policies of the National Convention of In- 
surance Commissioners has had something to do with the maintenance of 
insurance stability, and the Commissioners, too, may take pride in the record. 
For years the main objective of this Convention has been insurance solvency. 
Supervising officals have centered their attention on this matter. The com- 
panies and agents have cooperated: The result of this policy of sticking to 
the chief matter of public concern as to the conduct of the insurance business 
is now obvious. 

There should be no deviation from this principle. At a time like the present 
it is vital that the members of this Convention direct their aitention to the 
primary objective of State insurance supervision—the financial stability of 
this great institution. All other objectives are incidental. 

In conclusion, let me.again emphasize that our primary interest lies in 
the protection of the public and insurance policyholders. These cannot be 
protected by insurance companies which for any reason are unable to ade- 
quately comply with the precise obligations imposed by their contracts. We 
have the power, direct or indirect as the case may be, to see that these re- 
quirements are carried out. Let us use this power justly and without dis- 
crimination. If we hew to the line there will be little or no danger to the 
public from unfair charges or from the disasters always attending the 
financial starvation of a great industry. (Applause.) 

COMMISSIONER A. H. AVERILL (Oregon): Mr. President, Honorable 
Mayor Baker has been unavoidably detained at Seaside, and has telephoned 
requesting Commissioner Riley to address the Convention in his stead, and 
I have great pleasure in presenting the Honorable Earl Riley, City Com- 
missioner of Portland, to you at this time. (Applause.) 

PRESIDENT READ: Ladies and gentlemen of the Convention, I take 
pleasure in presenting to you Commissioner Riley. (Applause.) 

COMMISSIONER EARL RILEY: Mr. Chairman, ladies and. gentlemen of 
the insurance fraternity, I am indeed reluctant to come before you this 
morning to make an excuse for our Mayor because I don’t feel qualified in 
any respect to represent the Mayor on this auspicious occasion... 

The Mayor has been detained, it is quite true. I was supposed to have 
been here shortly after 10. I had two other appointments scheduled prior 
to that time which would have permitted me to be here on time. Both of 
the other appointments had delays, and then because of our immense river 
traffic (I want these easterners to get this) three bridges were tied up and 


I was delayed on bridges. I am happy to have this opportunity, though, 
for another reason. 


Regulation of Overinsurance Suggested 


The City of Portland is happy and pleased to welcome you gentlemen here. 
We wish to be placed in a position of providing everything that is possible 
for the city to provide to make your stay pleasant and instructive. We hope 
that we will be placed in a position to make you glad that you have come 
here, and to provide facilities for you that will give you an opportunity 
to see and do all of those things that you desire to do while here. 

I am particularly tied in to the insurance fraternity because one of my 
departments is the fire department. We look for a great deal of support 
through the insurapce fraternity and the regulations that may be imposed 
by the Insurance Commissioners. One item to which I wish to call your 
attention and which I hope some regulatory measures will be provided for 
is the item of overinsurance. We have had many, many instances of over- 
insurance. We frankly have had cases where vacant lots were insured. We 
recently had a case where a man had deliberately planned to burn his 
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premises. He went to his insurance agent to find out if his insurance was 
in good order. The insurance agent talked him into taking $2,000 additional 
insurance. He then moved out of the most valuable part of his holdings, 
and prepared for his fire. He now is in jail awaiting further developments. 

During my observation, which extends over a long period of time, having 
had more or less intimate connection with the Portland Fire Department for 
over 36 years, I have only once known of an insurance agent losing his 
license because of overinsurance. You gentiemen have it within your power, 
if you will exercise that power, to help us in our endeavor to cut down in- 
surance losses. I hope that you will give us that cooperation, I hope that 
out of this meeting you come to something that will help in eur endeavors 
to cut down arson losses and large insurance losses, and that we may have 
not only your continued support as we have had in the past, but additional 
support in the characters that I mentioned along the lines covered by your 
President in his report just read. If I hawe accomplished nothing by coming 
here except to urge you to cooperate with us in that matter, I am satisfied. 

I know that I have not presented to you the welcome that the Mayor 
could in his forceful way, but he has asked me to tell you he regrets very 
much that he cannot be here and he hopes you will enjoy yourselves, and 
if there are those among you who thisik you are not getting all you should 
in Portland tell me, and if it is within the purports of the law I will see 
that you get it. (Applause.) 

PRESIDENT READ: Mr. Riley, we are very sorry that the Mayor could 
not be with us, but we are exceedingly happy to have you. 

At this time I desire to introduce to the convention the Chairman of the 
General Arrangements Committee, Mr. Schuppel, who will make an announce- 
ment or two. a 


Mr. W. C. Schuppel made an announcement regarding entertainment. 
(Applause.) 


Report of Secretary-Treasurer 


PRESIDENT READ: The Secretary-Treasurer of the Convention will now ? 


make his report. ‘(Applause.) 

Secretary Caldwell read his report: 

Report of A. S. Caldwell, Secretary and Treasurer of the National Con- 
vention of Insurance Commissioners, from Aug. 1, 1930, to Aug. 1, 1931. 


Aug. 1, 1930, balance 
Assessments for 1930-31 as follows: 

Missouri, South Carolina, Wyoming, Kentucky, North Caro- 
lina, West Virginia, Iowa, New Mexico, Alabama, Florida, 
Wisconsin, Indiana, Maine, Maryland, New Hampshire, 
Mississippi, Tennessee, Rhede Island, Arkansas, Virginia, 
Kansas, South Dakota, Montana, Connecticut, Oregon, 
Nebraska, Minnesota, Washington, Oklahoma, Idaho, Cali- 
fornia, Vermont, Georgia, Michigan, Hawaii, New Jersey, 
Ohio, Illinois, Utah, Texas, and Colorado, all $75 each... 

Louisiana 

North Dakota 

From sale of copies of Préceedings 

Exchange on draft refunded 

Interest to date 


$2,877.81 


3,075.00 


PUM, DOORN, 6.00 k cic sc ddenscpcasdededecdcdageseceses 
Express 
Funeral expense (Thomas F. Behan) 
Salary, Secretary-Treasurer 
Stenographic hire 
Balance on hand Aug. 1, 1931 


Respectfully submitted, 
(Signed) A. S. CALDWELL, 
Secretary-Treasurer. 

SECRETARY CALDWELL: Since Aug. 1 we have collected in dues from 
the different States some $1,426. 

I would like to ask that a committee be appointed to audit the book of 
receipts and disbursements. 

DEPUTY COMMISSIONER W. E. WHITE (West Virginia): I move that 
a committee of three be appointed to audit the Secretary-Treasurer’s books. 

The motion was regularly seconded, put to a vote and carried. 

PRESIDENT READ: I appoint Commissioner Clark of Vermont, Bob Daly 
of the Illinois Department and Mr. Linnell of the Massachusetts Department. 


Examination of Insurance Companies 


At this time the convention will be favored with a paper entitled “Exami- 
nation of Insuranee Companies,” by Honorable Howard P. Dunham, Insur- 
ance Commissioner of the State of Connecticut. ‘(Applause.) 

COMMISSIONER HOWARD P. DUNHAM (Connecticut): When my friend, 
Commissioner Tarver of Texas, a few minutes ago cailed out a plea for a little 
purer air, I suppose he anticipated the speech that I am about to give you, 
possibly, however, in view of the fact that he is going to discuss this paper 
when I get through. 

Definitions 

Examinations of insurance companies are made by Insurance Departments 
of the various States for the purpose of discovering any element which may 
be prejudicial to the interests of the policyholders by reason of the inability 
of an ipsurance company to meet its obligations. They are a check on the 
accuracy of a company’s annual report. From information I have collected 
there were 1,605 of these examinations made last year in the United States, 
which rather shows the magnitude of the work. 

The laws of the Stetes provide generally that the Commissioner or Super- 
intendent of Insurance may make an examination of any insurance company 
doing business in the State at any time and to any extent he deems advisable. 
He may delegate his power of examination to assistants and may take testi- 
mony under oath if pe so desires. 


History 

State regulation of insurance companies in the United States began with 
the granting of corporation charters. The first granted was to the Insurance 
Company of North America by Pennsylvania, in 1794. Most of the early 
charters included regulatory provisions such as amount of capital, manner 
of investing funds, and frequently required reports to the Legislatures or 
some State officials. 

In 1807 Massachusetts required insurance companies to render an account 
of their affairs to its Legislature. Next followed laws taxing premiums, and 
primarily because of these tax laws States required financial statements to 
see that they received their proper amount of taxes. 

In 1836 Massachusetts by law required a certain amount of capital to be 
paid in cash and securely invested. Laws wre subsequently passed in various 
States regulating investments, reserves, etc. 

With the coming of Insurance Commissioner Elizur Wright, of Massachu- 
setts, life insurance at least was put on a scientific basis by requiring the net 
premium method of valuing policies. 

Prior to the establishment of State supervision insurance companies were 
operating practically without mandatory safeguards as to financial ability 
and solvency. Many failures resulted. Some undoubtedly were due to inade- 
quate knowledge or unwise financial practices, and others due to deliberate 
and fraudulent action. The need for competent supervision, in order that 
those charged with the conservation of funds paid in by policyholders should 
so eonduct the business to the end that -all outstanding obligations might 
be met, was cared for by the creation under authority of proper departments 
to care for the public interest in the business. Manifestly an examination 
into the affairs of these companies at periodie intervals is necessary if the 
public good is to be conserved. In such an examination am Insurance De- 
partment is charged with inspecting and scrutinizing with care, and investi- 
gating critically as to the composition, condition and character of the insur- 
ance company, for the purpose of arriving at a just conclusion as to its 
solvency and ability to carry on without prejudice *o the rights‘of the 
people of the State. 

The State has a right and a duty to require each imsurance company 50 
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to maintain itself as te be able to discharge all of its public obligations, a three year interval. The Commissioner usually has authority to examine 


whether they be imposed by charter, general law or the nature of its busi- 
ness. However, the powers delegated to supervising officials are only those 
of supervision and regulation and are emphatically not of mgmagement and 
administration, although it would seem from some of the resolutions passed 
by this Convention from time to time that some Commissioners assume they 
have this power of management. 


While the statutes generally in a large and effective sense give to the Com- 
missioners the right of regulation and supervision without which the interest 
of the public at large might and possibly would be lost sight of, we must 
remember that, with regulation obtruding itself into the place of management, 
the skillful operation of any branch of business which is affected with the 
public interest will in a great measure be removed. 


The right to examine does not in my judgment mean that the Department 
has power to compel the doing of whatever the board of directors, or others 
charged with the management of the company, in the exercise of sound 
discretion might or might not do, nor has the legislature undertaken to 
substitute the authority vested in the Insurance Department for the power 
given to the board of directors, or to confer upon the Department any proper 
function of management vested in the board of directors. If this be true, 
it follows that the periodic examination of companies should be confined, 
so far as possible, to those channels which have to do with solvency and the 
proper conduct of the business. I believe the Commissioners at no time should 


usurp the functions of management of am insurance company. They should 
never assume the responsibility. 


Necessity of Examinations 


Thorough and efficient examinations are necessary to protect the insuring 
public generally. For example: 


1. The life insurance policyholder should know that the reserves, out of 
which a claim on his policy must be paid, are wisely and conservatively 
invested. 

2. The annuitant wants to know that he will not outlive the company’s 
capacity to pay him a regular income. 

3 The employer taking out workmen’s compensation insurance wants to 
know that liability will not come back on him due to the company’s failure. 

4. The principal under a surety bond wants assurance that the company’s 
bond is good under all circumstances. 


5. The personal accident and health policyholder wantg to feel sure that 
the company insuring him is not only sound, but fair in dealing with his 
type of claim. 


6. The man who insures his property against fire wants to feel secure in 
payment of a claim even against the worst conflagration hazard. 

7. The man who insures his liability as an automobile driver wants to feel 
sure that his liability is fully protected. 

8. The store owner who takes out plate glass insurance wants to be assured 
of prompt replacement after breakage, that his business may continue un- 
interrupted, etc. 

Tme weakness of a lately defunct insurance company indicates, to my mind 
at least, the necessity for a stricter form of examination on the part of a 
State Insurance Department. In the report of a receiver of this insurance 
company it was shown that no capital stock had been paid in, bank accounts 
were overdrawn, mortgages were delinquent, records were unintelligible and 
erroneous, there was questionable financing, shortage of assets, etc. This 
report shows a gross negligence on the part of the State examining force 
in question and broadly speaking is a reflection on all insurance supervising 
Officials of this country. 

Insurance companies paid in taxes and fees last year, according to the 
United States Chamber of Commerce, the sum of $99,991,472 and, of course, 
they as well as the public are entitled to a fearless, thorough and efficient 
examination and not one of a careless and superficial nature. 


It will probably be generally agreed that the conduct of examinations is 
the most important of the multiple duties of a State Insurance Department. 
It is fundamental that the Department’s prime function is the protection of 
policyholders. To secure this protection the Commissioner must take care 
that only sound and reputable companies are permitted to sell insurance 
in his State. From an audit of a company’s statement he can tell if it is in 
a sound condition provided he is sure that the statement as rendered is 
correct; that the assets are properly valued; that the reserves are adequate. 
He can be sure of this only if the company is examined frequently enough 
to satisfy him that it is accurately preparing the statement rendered. 

In discussing the Commissioner's duty in regard to examinations it is well 
to make some distinction between companies incorporated in his home State 
and companies incorporated in other States, but it is also well to remember 
that there is no fundamental difference in principle. It is his duty to satisfy 
himself as to the soundness of all companies which he permits te take monev 
from policyholders in his State. 


Convention Examinations 
To my mind, there is no justification for a multiplicity of examinations by 
the several States, if an examination by the home State or by any one of 
the States is in competent hands and can be relied upon with a reasonable 
degree of confidence by the other States in which the company is transacting 
business. 


Prior to 1910 when the important Committee on Examinations was brought 
into being by the National Cosivention of Insurance Commissioners there were 
frequent, unnecessary and expensive raids into other States for useless ex- 
aminations to make jobs for inexperienced examiners and the hapless com- 
panies had to submit to exorbitant charges and lengthy examinations. The 
exorbitant charges and lengthy examinations, I am sorry to say, have not 
been entirely eliminated today, even by some of the larger States of this 
country. 

In 1910 after considerable discussion, the Examination Committee of our 
Conventicg was created to regulate and supervise all examinations in which 
other State insurance departments besides that of the home State participate. 
This committee acts as a sort of clearing house for requests on the part of 
Commissioners regarding the financial standing of any particular company. 

When the Examination Committee was formed the following resolution 
still in effect was passed: 

“Resolved, that it is the sense of this Convention that no examination 
should be made by any member of this Convention of a company outside his 
home State, without first requesting the Committee on Examinations to 
cooperate.” 


In 1919 the Convention called attention to its former action in this con- 
nection and reaffirmed its position then taken by adopting a motion “that 
we stand in the same position now that we have in the past, in reference 
to examinations, asking all of the States that if they desire an examination 
of a company in a@ foreign State, that they take it up with the chairman of 
the Examination Committee.” 

Reports of examinations of each State’s home companies are filed with the 
Committee, and requests of various Commissioners for information are often 
satisfied by sending a recent report of examination. If no such report is 
available, or if the situation for other reasons demands it a Convention ex- 
amination is ordered. The Chairman of the Committee chooses the States 
which will be invited to participate, usually in consultation with the home 
State Commissioner. In selecting these States consideration is given to the 
size of the company, the distribution of its business and other reasonable 
factors. The details of the examination and the direct supervision of it are 
usually left to a chief examiner of the home State. The report is rendered 
to the Chairman of the Examination Commitiee and to all Commissioners 
participating. As I-understand it, copies of it are at all times available to 
any Commissioner. It goes without saying that comity and reason require the 
acceptance of reports of Convention examinations under the same terms as 
those con@ucted solely by the home State. 


Occasionally a case may arise where the home State does not deem an 
examination necessary and refuses to make one, while Commissioners of 
other States in which the company operates feel that circumstances require 
that an examination be made. In such cases the reasons therefor are sub- 
mitted to the Examination Committee and if the need of an examination 
is made apparent it is proper for the Chairman to call a Convention ex- 
amination even in opposition to the wishes of the home State official in 
charge. 

Frequency of Examinations 


State laws usually prescribe the times an insurance company must be ex- 
amined. The time limits vary from one to five years at least 21 States having 


more frequently if he so desires. No statutory time for making an examina- 


tion is fair or satisfactory, and in my opinion the nmratter ought to be left 
entirely discretionary with the Commissioner. 


Costs of Examination 
The presence and activity of examiners while inquiring into the affairs 
of an insurance company add materially to the expense of the company 
and also interfere with the orderly and ordinary conduct of {ts business and 
while examinations are both mandatory and necessary the Commissioners 
should exercise the degree of latitude given to them under their laws to the 
end that prolonged and unwarranted examinations may be avoided. 


From the amount of taxes paid by the insurance companies, $609,696,950.00 
for the last 10 years, it would seem that no further charges should be made 
for examinations but States generally don’t reason this way and heavy addi- 
tional charges are imposed for the work required to be done by statute. The 
charges and expenses for convention examinations last year alone by 10 States 
reporting to our Secretary (according to information he gave me a few days 
ago, but the Secretary says that about half of the States have not come in) 
amounted to $54480.00 and the amounts paid by the companies to their home 
States probably amounted to considerable sums. 


Speaking of the tremendous costs to the companies for examinations, I 
think it unfair to require the companies to reimburse the States for the costs 


of examination. It tends to encourage needless examinations and also pro- 
longs them. 


The expense of periodic examinations should be met by the States to avoid 
waste and extravagance and for special examinations we should charge actual 
expenses only, 

When it is necessary to examine a company, either by reason of a well 
founded belief that such an examination is warranted by the facts and cir- 
cumstances or by the mandatory provisions of the law, such examination 
should be conducted in a manner to give as little inconvenience to the exam- 


ined unit as possible, and expedited in every way so that inconvenience and 
expense may be minimized. 


. Procedure 

The actual work of examination is left to our examiners and they are more 
qualified to tell you about this than I am, but I desire, unprofessionally of 
course, to make a few observations regarding some of the actual work. 

No standard form ®f procedure of examination of insurance companies is 
used by any of the States, with the possible exception of one, but it is possible 
oo something along this line could seriously be considered by this conven- 
ion. 

As I understand it, the Federal Reserve Board at Washington has prepared 
a pamphlet outlining a method of procedure of verification of financial state- 
ments for the consideration of bankers, merchants, manufacturers, auditors 
and accountants. It contains the minimum requirements of balance sheet 
auditing. 

The following is however a disjointed outline of some of the major prob- 
lems in the examination of an insurance company: 


Management 
1, Find out if the provisions of their charter and by-laws are carried out. 


2. Ascertain powers of each committee, and whether or not the instructions 
of directors are carried out. 


3. Read the directors’ minute book and committee report for the period of 
the examination. Among many other things the legal approval of all invest- 
ments should be verified from the minutes of the Finance Committee. 

4. Find out if all provisions of the law are complied with. 

Accounting 

1, Statement of the general method applied: a. How premium receipts are 
handled and checked; b. How interest receipts are handled and checked. 
c. Payment of claims. d. Payment of commissions. 


2. Draw off trial balances for each year covered by the examination and 
check to the annual statement. 


3. Test checks from books of original entry. 
4. Check vouchers for expenses. 
5. Note any allocation of expenses, and find out if properly distributed. 


Ledger Assets 

An examination of the assets of the company, which in the main consists 
of bonds, stocks, mortgage loans, real estate, bank deposits and unpaid agents’ 
balances, call for more or less strict scrutiny on the part of the Department 
by the amount held in each subdivision. If the company has large sums in- 
vested in stocks, mortgage loans and real estate, the examination must be 
more intensive than would apply were the bulk of the assets in high grade 
bonds and bank deposits. Especially is this true in an economic situation 
such as the present. 

Real Estate.—a. Trace company’s holdings for the last four years and investi- 
gate any increases or decreases by adjustment; b. Secure appraisals if nec- 
essary; c. History of real estate acquired by foreclosure; d. Final gain or loss; 
e. examine deeds and abstracts and verify titles, 

Mortgage Loans.—a. Every loan note and papers connected therewith should 
be examined; b. Prove the asset account with the loan notes; c. Interest due 
and accrued should be obtained by actual inventory; d. Taxes and fire insur- 
ance; e. Appraisals. 

Policy Loans.—a. Investigate method of handling; b. Test check all notes 
with cards; c. Prove total of cards to the ledger accounts; d. Premium notes 
and automatic loans if issued. 

Bonds and Stocks.—a. Investigate bonds in default as to interest and prin- 
cipal; b. Check values, and in case of life companies check amortized values 
and effective rates of interest; c. Verify by actual count and value according 
to the market values as of date of examination; d. Compute all items of due 
and accrued interest. 

Bank Deposits and Cash in Office —a. Count the cash in office as of date of 
examination; b. Secure certificates from depositories and reconcile with the 
outstanding checks. 


Nonledger Assets 

1, Interest and rent items should be verified. 

2. Uncollected and deferred premiums: a. Test check as thoroughly as pos- 
sible. 

3. Thoroughly investigate all assets not admitted. 

The most difficult part of an examination and the greatest volume of detail 
is the determining of proper and adequate loss reserves especially in the fire, 
casualty and surety business. At present there is no scientific or experience 
basis for fixing these reserves, Schedule P in many instances failing to meas- 
ure up to the company’s own loss estimates. 

Liabilities 

1. Reserves—a. Examine carefully method of preparing schedules and 
cards; b. Make test checks of accuracy of the cards. 

2. Disability Reserves.—a. Examine tables and methods carefully; b. Check 
the amounts. 

3.—The other items in the statutory liabilities of importance are in the main 
unpaid losses, reserve for taxes and expenses, unpaid dividends, etc., but many 
companies in the exercise of discretion add other items such as reserve for 
contingencies, special reserves, reserve for depreciation or securities, etc. These, 
in some instances, reach quite a substantial amount. Such additional reserves 
are to be commended for their effect is to fortify the company against a se- 
rious reduction in surplus, and possibly impairment in subsequent years, and 
it does not necessarily follow that the special reserves of any kind would al- 
ways appear, although this may og may not be the original intent for their 
maintenance. At any rate, the inclusion of such items of additional reserves 
indicates a desire on the part of the company to err, if error be committed, 
in its published reports to the public in a manner which will best serve the 
public interest. It cam be said that this feature might be carried to an un- 
warranted extent, but these special reserves being in the nature of hidden 
assets and as such bring about a diminution of surplus as published, it cannot 
be prejudicial to the interests of the policyholders of the company, since it 
could only give to them more protection by reason of the additional assets 
than the published statement would indicate. 

I am not unmindful of the fact that the subject of examinations and how 
best to handle them may be highly controversial, but I know we are all of 
one mind in the thought that the duty to supervise impels the duty to protect 
the industry supervised, and we should at all times endeavor to minimize so 
far as we can the confusion and expense incident to the duties of our Depart- 
ment, and this is especially true under conditions such as presently exist. 

A review of the subject matters referred to the various committees of this 
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Convention all tends to show a desire on the part of the Commissioners to bring 
about a material lessening in the operating expense of insurance companies, 
which in recent years has risen to a degree where we have found it necessary 
to take cognizance of it. It will be well if wé will carefully scrutinize the con- 
duct of our Departments to the end that unnecessary cost to the insurance 
companies may be avoided and I know no better place to begin than in the 
matter of examinations. 

An examiner should review practically all open claims, numbering in the 
large companies, thousands of cases, and fix his own reserve based solely on 
his own judgment. It is, of course, impossible to guess an exact cost for 
each case and the best an examiner can ‘hope is that his aggregate reserve 
for all cases will prove adequate. 


Due to the tremendous amount of work involved in reading these claims 
it seems essential to devise some means of arriving at this reserve not only 
with less labor but on a more accurate basis. 

The reserves are the most important part of a company’s financial state- 
ment. The value of most assets may be fairly accurately determined but 
the reserves are for the most part merely someone’s guess. An examiner 
must determine how the company’s guesses run; he must be particular to 
see that all claims are properly and promptly recorded. 

Since a large proportion of the claims involve litigation, many suits are 
encountered and it requires several years to dispose Of same. This means an 
accumulation of unpaid losses that may prove serious and the examiner’s 
task to determine the probable outcome of such suits is complicated and 
difficult. Careful attention and mature judgment is essential in fixing 
these reserves. 


Treatment of Policyholders 


1. Examine the different types of claims to determine whether the dis- 
position of the case was made according to the terms of the policy and 
whether or not payments were made on time. 

2. Resisted claims should be carefully reviewed and a history and record 
made of each case. An effort should be made to determine whether or not 
the company is justified in the resistance of the case involved. 


Qualifications of Examiners 


As the examination of companies is the most important function of an 
insurance department, it naturally follows that the development of a com- 
petent examining force should be. the special concern of every Commissioner. 
Twenty-seven States have examining forces ranging from 1 to 95 examiners, 
24 employ outside help, two of these on foreign examinations only. Of the 24 
the number employing outside help exclusively is 17. Such help consists 
either of firms of consulting actuaries or accountants, or examiners hired 
on a per diem basis. One State now hiring outside help exclusively, plans 
to have an examining force for 1922. 

In the examiner, I believe the qualities of patience, honesty and faith- 
fulness, indispensable as they are, must be combined with shrewdness, 
resourcefulness and ability to get to the bottom of involved situations, together 
with unvarying courtesy and tact. To a large extent, it is true that exam- 
iners are boin and not made, and while education and study are indis- 
pensable they can never make a good examiner out of one who lacks the 
necessary fundamental talents. A leading authority, in discussing the 
qualities which a good departmental examiner should possess, says, “He 
should attempt to have the combined qualities of a sponge and filter; the 
sponge, in order that he might be able to absorb all the information which 
comes to him, and the filter that he might be able to separate the essential 
from the unesscntial, retaining the former and allowing the unimportant 
details ra@pidly to pass from his mind.” I hardly need add that only by 
careful study and long experience do the highest qualities of an examiner 
become fully developed, and that these qualities, even in their undeveloped 
state, are not inherent in every young man who wishes to be tried out -on 
the examining force. 

At this time I want to compliment the work of insurance examiners of 
our various Departments. They are usually underpaid but have a terrific 
responsibility. They are more than bookkeepers—they are really skilled 
accountants able to analyze and interpret figures. Besides having these quali- 
fications an examiner must know the statutes of the State and the law con- 
cerning the various policy claims he has to review. Then, too, it goes without 
saying that examiners, actuaries and even Commissioners get into ruts the 
same as the companies and it should be our constant endeavor to be alert 
in progressiveness. I think it a good plan to get examiners together frequently 
to discuss up-to-date problems and the principles of accounting. I find these 
conferences of examiners in my own Department very beneficial not only 
to the examiners but to me. 


Physical Equipment 


Modern efficiency has helped out in bookkeeping and insurance companies 
should keep their equipment up to date in this respect. One company had 
poor bookkeeping methods because the head of its accounting department who 
had been employed for many years was accustomed to old fashioned methods 
and hated to get out of the rut. This condition, of course, does not exist 
in the really efficient offices. The subject of uniform accounting adopted 
by the companies and also a real practical uniform blank for annual state- 
ments with unnecessary parts eliminated adopted by this convention are 
subjects for further consideration. 

The world is still rocking as a result of the great World War. Some insur- 
ance companies are finding it difficult to weather the storm of depression 
that is now with us but we should always remember it is our duty always to 
endeavor to make insurance safe for the public. 

As Commissioners we have a legacy of good understanding and friendship, 
left us in this convention by our illustrious predecessors. We have today 
unusual opportunities of contact in this wonderful convention of ours and 
there is great constructive work still to be done. I hope the good will and 
cooperation of the past will continue among us for many years to come. 
It is only by cooperation and mutual helpfulness that we can solve the many 
problems in the interest of the millions of policyholders all over this won- 
derful country of ours. (Applause.) 

PRESIDENT READ: Honorable W. A. Tarver, Commissioner for Texas, 
will now discuss the paper of Commissioner Dunham. (Applause.) 

COMMISSIONER W. A. TARVER (Texas): Mr. President, Ladies and 
Gentlemen, Visitors, and you Brother Commissioners: May I say by way of 
beginning that my request for air was not prompted by any expectation. as 
to the atmosphere of New England, particularly since our delightful visit to 
Hartford last year and our tour of that historic section of that country, 
under the leadership of our then and now beloved Commissioner Dunham, 
and lest we disturb the atmosphere here created before it is all gone, I am 
going to ask the entire audience to rise for ga moment that we may inhale 
it deeply. 

The audience arose. 


Discussion by Texas Commissioner 


COMMISSIONER TARVER: Now I am sure you will all feel better. Also, 
Mr. President, while my request for ventilation was not based upon fear, 
let me assure my brother from Connecticut and the rest of you that I have 
no intention or expectation of turning loose upon you as a Texas-Sou'wester 

This: #a0uld be said, that Commissioner Dunham in the multitude of his 
other duties and in his preparations for his visit to this marvelous north- 
western section of our country, did not have time to get his paper completed 
in time so that it might reach those who were to discuss it before they 
left home. I did have the good fortune to encounter Commissioner Hanson 
on the trip between Billings and Spokane. He had on the moment of his 
departure received a copy of Commissioner Dunham's address and he was 
kind enough to loan it to me while we°were on the train. The first time 
that I received one that I could claim as my own was last night upon my 
arrival at the hotel, about 10 p. m. So I have been unable to comply with 
the gracious request of my brethren of the press for an advance copy of my 
address upon this occasion in my running discussion of Commissioner 
Dunham's marvelously well-constructed and constructive address upon this 
vital subject of the examination of insurance companies. 

In the main, I find myself in hearty accord with this constructive and 
historically important paper as presented by the Commissioner from Con- 
necticut. But I shall find occasion, as I try to give a running discourse upon 
the paper, to differ in some particulars with my beloved brother. 

The definition of the purpose of an examination as given by the Com- 
missioner in his address is all that could be desired, and shall receive no 
further comment at my hand. “The laws of the States provide generally that 
the Commissioner or Superintendent of Insurance may make an examination 
of any insurance company doing business in the State at any time and to 
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any extent he deems advisable.” I am glad that the Commissioner has said 
that, because in my judgment if the authority of the supervising departments 
of the various States were any less than that, it would be less than necessary 
te dtscharge the high obligations that rest upon them. 

The history of State supervision and the incident regulations resulting 
therefrom as presented by the Commissioner are so timely and well put that 
I shall not consume any of your time in a discussion of that portion 
of the paper. 

I come to this paragraph in the Commissioner’s address and desire to 
discuss it: “The State has a right and a duty to require each insurance 
company so to maintain itself as to be able to discharge all of its public 
obligations, whether they be imposed by charter, general law or the nature 
of its business. However, the powers delegated to supervising officials are 
only those of supervision and regulation and are emphatically not of man- 
agement and administration, although it would seem from some of the resolu- 
tions passed by this Convention from time to time that some Commissioners 
assume they have this power of management.” 

Gentlemen of the Convention, with the fundamental soundness of the 
position there taken by the Commissioner of Connecticut, no one could find 
fault. Certainly it was never the purpose nor the thought of those who 
deemed insurance so affected with a public interest that it became the 
subject of State regulation and supervision, that regulation and supervision 
was to displace management and administration and control. But on the 
other hand, it must not be forgotten for one moment that the interest of 
the supervising States is not confined to the question of an accurate prepara- 
tion and presentation of an annual statement by the insurance company in 
order that the State may determine solely whether or not the statement 
has been so accurately prepared that the State can determine the amount 
of taxes to be paid by the insurance company. Larger, in my judgment, 
than the mere question of the proper preparation of an annual statement and 
its examination in order that it may be determined as to whether or not 
the paper has been so presented that the proper amount of taxes can be 
computed and calculated, is the function and the interest of the supervising 
departments of the various States of this Union to which have been entrusted 
the protection of the policyholders as interested in the financial operations 
and managements of the various insurance companies that have been given 


the privilege of operating as insurance carriers within the various States of 
the Union. : 


Relationship to Management Functions 


While I would not for one moment urge that the supervising departments 
of the various States undertake to usurp the functions of management and 
administration, nor that this Convention, with the strong and powerful and 
wholesome influence it has exerted in the past and which I believe it will 
continue to exert in the future, should undertake to usurp the functions of 
the various boards of directors of the companies carrying insurance, on the 
other hand, my judgment is, Mr. Commissioner, that if the supervising de- 
partments of the various States, and this Convention as well, should ever 
find themselves indifferent to the methods of management and administration 
of insurance carriers doing business throughout America, so that they should 
become less diligent and alert through the examination departments in scfuti- 
nizing the policies as to whether or not they ring true upon the questions 
of sound public policy, whether or not they are ringing true upon their high 
function of so conducting those businesses that the trust funds which they 
are administering are being cared for in accordance with the interest of 
the policyholders therein ahd the financial interests which the policyholders 
have in those comparries under supervision and examination, it would be 
detrimental. 

I hope the day may never come, Mr. Commissioner, when the supervising 
departments of the various States, with courtesy, with consideration, with 
poise, and with merit, to be sure, in their dealings with these companies and 
the delicate relationships which they bear to the public and to the super- 
vising departments, shall not with kindness and with high purpose assume, 
if need be, to make such suggestions and to recommend such policies as may 
seem advisable with reference to the management and administration of so 
large a part of these funds that belong to the public which the supervising 
departments of the various States represent fundamentally and primarily. 
If it should ever come to a question of absolute and unsuggested management 
upon the part of some ambitious insurance executive or a group of insurance 
executives who are so ambitious for the promotion of allied financial interests 
with which they may be connected that they lose sight of the fact that the 
single purpose of an insurance carrier is that it be so administered and so 
managed that it shall at all times be able to respond one hundred per cent 
as far as that may be humanly possible upon every contract that it has 
issued to the public, as between those who would forget the high purpose 
and sometimes become tremendously concerned about the promotion and 
development of other allied financial concerns in which they may be interested 
by means of interlocking directorates and doing business with themselves 
across the table so that the high purpose of holding sacred the funds of 
insurance companies to protect their contracts with the public might be lost 
sight of, then I say that I should prefer suggestions of policies and man- 
agement from the respective insurance supervising departments of these 
States, and suggestions and resolutions, too, from the Convention, represent- 
ing, as I believe it does, a poised and balanced and considerate bunch of 
Commissioners concerned only with the discharge, as far as they humanly 
know how, of the high responsibilities of the public in the various supervising 
departments of this country. . 


Frequency of Examinations Considered 


I find the Commissioner's statement of the necessity for examinations of 
companies most admirably presented, and I shall not undertake to add one 
word thereto nor to take one word therefrom. 

I do not know what company the Commissioner referred to, and that is 
of no concern (I don't know whether it is in my State or the Commissioner's 
State or the States of some of the rest of you), but the suggestion made here 
of the circumstances which brought about the failure of this insurance carrier 
to which the Commissioner has referred, improper investments, impaired 
capital stock, manifested not only, Mr. Commissioner, probably a lack of 
proper supervision upon the part of the management and administration a 
lack of proper regard for the high responsibility that rested upon the man- 
agement and the administration of the carrier in question. 

“Convention Examinations.” I am delighted that the Commissioner from 
Connecticut has presented to us in concrete form the policy of the Con- 
vention with reference to Convention examinations, and the purpose they 
had in mind in the creation of the Convention Examination Committee. The 
Commissioner’s statement that no carrier should be subjected to needlessly 
frequent examinations, of course, is not open to adverse contention. 

My only response to that portion of the address is this, that the examina- 
tions of the respective carriers ought to be just as frequent and no more 
frequent than the supervising departments deem advisable, mindful of the 
high responsibilities that rest upon them. Do not for one moment imagine, 
gentlemen, that because of the rather zealous expression of my concern for 
the public at the hands of the supervising departments I am unmindaful of 
the delicate responsibility that the respective departments have to the in- 
surance carriers that are under their supervision. Nothing could be further 
from our thought than that any insurance supervising department or this 
great Convention, Mr. President, should ever at any time, any place or 
anywhere, undertake to exercise that high responsibility and tremendous 
power without due regard for the rights and the sensibilities and delicate 
effect that adverse action by the departments might have upon the carriers. 
I hope that we shall not ever get thesthought that any of us are actuated 
by any desire or any purpose or any motive other than with full consideration 
for the rights and the protection and the advancement of the carriers over 
whom we exercise supervisory authority. 


Examination of Nonresident Companies 


Examination should be, as I said, just as frequent and no more frequent 
than in the judgement of the respective Commissioners and this Convention 
are necessary to keep the proper information as to how nearly those carriers 
are hewing to the line in their contracts with the public, and how nearly 
they are keeping able to meet those obligations when they fall due. 

I find myself also in entire accord with the purpose of the Convention 
in creating the Convention Examination Committee, in suggesting that no 
Commissioner should undertake the examination of a nonresident company, 
although transacting business in his State, without first taking it up with the 
Chairman of the Convention Examination Committee. But I do think that 
there may arise occasions and circumstances under which a Commissioner 
might feel that he had entirely justifiable reasons for seeking the examina- 
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tion of a company that had interests in his State, and over which possibly 
the Convention Examination Committee might not have jurisdiction. For 
example; I recall one case, and I give it to you not for the purpose of 
arousing any discussion or argument here but in order that you may reflect 
over the situation. You know it is entirely possible for a company to enter 
a State, write a large volume of business, and then for reasons satisfactory 
to itself discontinue its operations therein. It may leave in that State millions 
of dollars of insurance in force for which certainly the supervising depart- 
ment of that particular State has some responsibility to the insured, and it 
might very well be that the Convention Examination Committee would say 
that in a case of that kind it had no jurisdiction to order an examination 
for the good and sufficient reason that the company was not doing business 
any longer in the State that was seeking the examination. It might very 
well also happen that the supervising department of the home State might 
feel that it had no jurisdiction to invite a State in which the particular 
company was not doing business to participate in the examination and the 
efforts of the supervising department of that particular State to seek and 
find an examination of thatacompany in order to satisfy itself as to what 
they were doing with the assets that were taken over in the State that it 
represents might for legal reasons be thwarted. In such case it is my judg- 
ment and my conviction that the State at interest ought to have the right 
some way, somehow, to go into the offices of that carrier, alhough it has 
retired from his State but has millions of business left in force in his State, 


and to examine it to see what the status of the policyholders in the State 
may be. 


Discretionary Examination Periods 


Alluding again to the question of frequency of examinations, it is noted 
that the Commissioner is of the opinion that statutory periods for examina- 
tion are unwise, and that it would be better to leave that to the discretion 
of the respective Commissioners. I do not find myself, in the time that I 
have had to give it thought, inclined to agree with the Commissioner upon 
that phase of his paper. He indicates that the present statutory require- 
ment (in most of the States, I believe, it is three years) is likely to result 
in needlessly frequent examination and perhaps an unnecessary desire to 
make the examinations and thereby subject the companies to unnecessary®* 
expense and unnecessary worry. There may be some force in that argument, 
and I am not saying that it is not open to worthy consideration. But in 
my judgment it would be far more dangerous, perhaps, to the companies, 
to simply leave it up to the Commissioner to make an examination whenever 
he got ready, although, of course, he can exercise that discretion if he has 
to under the present laws in most cases. But if they never had any con- 
sciousness as to the frequency of their examinations, if they never had any 
security about how often they were going to be examined, it seems to me 
that, perhaps, Mr. Dunham, it would create more confusion and uneasiness 
than if you would remove the statutory limitations. 

Take your State, for example. I believe you have a three-year period for 
some companies and perhaps a longer period for others. Is that right? 

COMMISSIONER DUNHAM: Yes. - 

COMMISSIONER TARVER: In our State every domestic company is sub- 
jected to an examination every two years. While I-am on that point, may 
I say that I think we ought at all times to exercise comity and courtesy and 
reason in déaling among ourselves as Commissioners and as representatives 
of the various departments, but I do not believe that we ought ever to allow 
comity or courtesy or consideration for each other to prevent us from making 
an examination of any company wherever it is located, if it is doing business 
in our States, if in our judgment, based upon information that we have been 
able to gather, the interests of our policyholders demand an examination. 

If a company had the idea that the Commissioner might examine them 
whenever he got good and ready, if there were no statutory indication of the 
frequency of the examinations that might be made it seems to me it might 
lead to more or less chaos and confusion. I would be inclined to oppose 
taking away the statutory regulations with reference to the periodic exami- 


nations and leaving it‘wholly and solely up to the discretion of the depart- 
ment. 


. Assessment of Costs to Insurance Companies 


Now we come to the question of the costs of the examination, and a very 
great deal has been said aforetime as well as this morning about the costs 
of the examination. Certainly, gentlemen, that is a subject that we ought 
not to get into an argument about. If we are conscious of our responsibility 
to the carriers under our supervision as well as conscious of our responsibility 
to the public for whose protection is the only excuse for our existing as super- 
visory departments, we should never allow ourselves for one moment to think 
of subjecting any carrier to any more expense than is wholesomely and rea- 
sonably and necessarily involved in making the kind of examination that 
ought to be made to fully apprise the supervising department of the condi- 
tion and the situation of the carrier under examination. In my opinion 
quite as much harm could be done to companies resulting from a slipshod, 
hurried, cheap examination as good is to be expected from a nonhurried and 
thoroughgoing examination, and my statement of the matter of costs was 
with reference to frequency. The cost of the examination ought to be just 
as great as and no greater than is reasonably necessary to make a proper, 
thorough and comprehensive examination in order that the department may 
discharge the duty resting upon it thereunder. 

Also, I believe that I find myself in disagreement with my beloved friend 
upon the question of not assessing the costs of the examination against the 
respective carriers. I quite understand that that is a question also that has 
two sides to it, and is open for worthy and serious consideration and for 
argument pro and con. But my present reaction to the suggestion, under 
the time that I have had to give to it, is that I do not find myself in accord 
with the suggestion. It is true that the companies pay taxes. It is true 
that the companies pay fees. But I believe that that is true also of our 
national banks and our State banks, and I believe that the subject of the 
interest of the supervising departments is, as I said in the beginning, of 


greater moment than the interest of the question of taxation alone. I think 
the question of taxation is a secondary one. The interest and protection of 
the public is the paramount and fundamental purpose of the supervising 
department. And since the public is interested, since the policyholders are 
interested, as distinguished from the whole people, it has rather occurred to 
me that it would not be quite fair to the general taxpayers of the State to 
defray the costs of the examinations of the particular companies in which 
the general public as such may not have an interest, the interest being con- 
fined to the policyholders who are interested in the company. It rather 
seems, therefore, to me that we had better cling to the present system, which 
I understand is largely in vogue, though of course that is a matter of indi- 
vidwfal determination for each of the respective States. 

May I say in passing that I am glad that the president in his address 
called attention to the fact that at least there is one field, this field of insur- 
ance, in which it has not yet been found necessary to create a Federal de- 
partment and a Federal bureau to handle it for the people of this country, 
but they have seen wise to leave it to the respective States of the American 
Union and the District of Columbia. 

As I understand it (and naturally I am speaking hurriedly and without an 
opportunity to have gathered any information on any controversial question), 
the banks are assessed for the cost of examination, as contradistinguished 
from payment out of the general revenue, and I am inclined to think, on the 
whole, Commissioner, that it would be better for us to continue to follow that 
practice, though I am quite aware that it is a two-sided question and open 


to arguments from any angle. So 


Outline of Procedure Approved 


I merely wish in passing to call your atteniion to the very splendid con- 
crete presentation of the purposes of examination and the procedure of ex- 
amination as outlined by Commissioner Dunham. I shall not undertake to 
discuss it in detail. It seems to me to present a very splendid outline that 
might well be followed, and I am sure it is in the main followed by the ex- 
amining departments of the various States. I shall not undertake to add one 
word nor to take one word from his outlined suggested schedule of procedure. 

You will recall the Commissioner emphasized the fact that the supervising 
departments were never to assume for a moment they were to usurp the func- 
tions of the management and the administration and to displace the boards 
of directors. He says here, however (and with this suggestion I am in entire 
accord), that it is the duty of the examiners representing the supervising de- 
partments to do what? Content themselves only with the question of whether 
or not the company is solvent, content themselves only and wholly with the 
question that affects purely its present financial set-up? No. He says it is 
the duty of the examiners to “examine the different types of claims to deter- 
mine whether the disposition of the case was made according to the terms 
of the policy and whether or not payments were made on time.” Now it 
seems to me, perhaps, that that is encroaching dangerously near upon the 
promotion of management and administration, but however that may be, I 
am in entire accord with the statement made by the Commissioner in his 
paper that the examiners ought always to bring to their respective supervising 
departments information as to whether or not the carriers are not only meet- 
ing their obligations In the large but whether or not they are meeting their 
contracts with the policyholders as they are written, and with that portion 
of the paper I am in entire accord. 

In the matter of physical equipment and bookkeeping, the suggestions made 
there I think are very wohlesome and timely and for the most part I am 


sure they are being followed by the respective States and examiners repre- 
senting them. 


Appeal Made for Cooperation 


I come now to a close. Sometimes I ‘tell a little story that I am afraid 
does not apply today. Sometimes when I am called upon to speak to an 
audience I tell them in the beginning not to worry, that the speech is not 
going to be as long as the speaker. (Laughter.) 

I wish to bring these hurried commentary remarks to a close, but I cannot 
do it without voicing my high approval and emphasizing, if I may, the appeal 
that constitutes the closing lines of the Commissioner's masterly paper, for 
cooperation. I heard a minister the other day give this definition of man, 
that the measure of a man is his capacity to ceoperate in the situation in 
which he finds himself. As the Commissioner appealed for our cooperation 
I could not help but feel that the supervising departments, the respective 
carriers, this convention, representing as it does the length and breadth and 
the height and depth of our country (God bless her, in her hour of serious 
concern), can give a measure of curselves and measure up to the full stature 
of manhood as well as officials, company and State, only as in this hour 
through which we are passing we lock our hands together, State officials and 
company Officials, representing this great business that has become a part of 
the warp and woof of the life of this Nation, its credit, Hs industry, com- 
merce, its power to carry on being so largely dependent in this hour upon the 
savings of the American people as represented in the insurance policies in 
force in this country—we can give a measure of our stature that we shall not 
be ashamed of only as in accordance with the suggestion of the Commis- 
sioner as American citizens first, as State officials next, as company repre- 
sentatives next, and as we cooperate together that all the problems may be 
worked out, so that soon in this country of ours, that has never yet failed to 
satisfactorily in the long run solve every problem with which it has been 
confronted, we may, standing together and cooperating together, solve the 
problems that confront the insuring public of America, the insurance carriers 
of America, the supervising departments of America, as they make up s0 
large a part of this life of our great Nation in this day in which we live. 
(Applause.) 

PRESIDENT READ: Before adjourning I want to mention that Hon. A. D. 
DuLaney, Commissioner for Arkansas, was taken off the train at Fulton, Ky., 
Wednesday night for an emergency operation. He was en route to this con- 
vention. If tere is no objectian I am going to ask the Secretary to send him 
a telegram ot good will from this convention. Hearing none, it will be done. 

The meeting adjourned at 12:35 o'clock. 


TUESDAY MORNING SESSION, SEPTEMBER 15, 1931 


The meeting convened at 10:10 o'clock, President Read presiding. 

PRESIDENT READ: The convention will come to order, please. 

We have several communications and a number of announcements which 
we will take up at this time before taking up the discussion where we left 
off yesterday. Commissioner Fishback has an announcement to make. 

Commissioner H. O. Fishback, Washington, made an announcement re- 
garding a trip to Mount Rainier. 

PRESIDENT READ: Commissioner Mitchell, did you want to make an 
announcement about California? 

Commissioner E. Forrest Mitchell, California, made an announcement about 
a trip to San Francisco. 

PRESIDENT READ: Commissioner Averill has an announcement to make. 

Commissioner A. H. Averill, Oregon, made an announcement regarding 
entertainment. 

President Read made an announcement regarding the meeting of the 
National Association of Insurance Agents at Los Angeles. 

Secretary Caldwell made an announcement regarding railroad tickets and 
reservations. 

SECRETARY CALDWELL: I have a communication here from the Na- 
tional Couscil on Compensation Insurance, addressed to the President: 

The casualty insurance carriers writing workmen's compensation in- 
surance, acting through the National Council on Compensation In- 
surance, in their effort to reduce expenses, Nave invited the Inter- 
national Association of Industrial Accident Boards and Commissions to 
appoint a special committee to confer with a special committee of 
insurance carriers in an effort to obtain more uniformity in the forms 
relating to the administration of workmen's compensation claims in 
thé various States. This lack of uniformity runs not only to size and 
numbers of report blanks, but to subject matter as well. 

It is our opinion that real economies in the operation of the busi- 
ness will result from a standardization of claim-form requirements. 

In the knowledge that the Insurance Commissioners, both collec- 
tively and individually, are interested in the efforts of insurance car- 
iers to reduce expenses, we solicit your cooperation in this move- 
ment. 

Respectfully submitted, 


x (Signed) W. F. ROEBER, 
General Manager, National Council on 


PRESIDENT READ: Unless there is some objection, that request will be 
referred to some committee for their action, to be referred back to the con- 
Brown, of Minnesota, is chairman. 

SECRETARY CALDWELL: I also have a communication addressed to the 
Secretary from the Associate Director, United States Commission, George 
Washington, Washington, D. C., on a suggested resolution, asking that it be 
presented to the convention, on the two-hundredth anniversary of the birth of 
George Washington. If you wish, I can read the resolution, or it can be 
referred to some committee for their action, to be referred back to the Con- 
vention. 

PRESIDENT READ: It is referred to the Miscellaneous Committee, unless 
there is some objection. 

SECRETARY CALDWELL: Mr. Porter (Montana) is chairman of that 
committee. 

I have a telegram addressed to the President from Mr. Lackey, President 
of the National Association of Life Underwriters: 

May I, as official representative of the Life Underwriters of the 
United States, extend greetings to the honorable Commissioners in 
vention? We appreciate your untiring efforts to make our busi- 
ness better, and pledge to you our fulles{ cooperation. Will your 
associates permit a personal reference when, because of this most un- 
usual coincidence, I wish a fellow Kentuckian and Oklahoman con- 
gratulations and best wishes? 

GEORGE E. LACKEY. 

Here is a communication from the General Chairman of the Hospitality 
Committee of the Portland Chamber of Commerce, addressed to Mr. Averill 

The Hospitality Committee of the Portland Chamber of Commerce 
wishes to extend through you, as Oregon’s representative, cordial 


greetings and a hearty welcome to all of the delegates to the insur- 
ance convention. 


We hope that everyone will have a pleasant stay in our city, and 
that your meeting will be a successful one. 

If there is anything the Hospitality Committee ean do to add to the 
pleasure of the visitors, or if there is any way we can be of service 
to them, please tell them to feel at perfect liberty to call on us. 

Cordially yours, 
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Yesterday we had a very elegant luncheon given by them, which many of 
you attended. 

I have a telegram from Superintendent Knott: ! 

Tallahassee, Fla., Sept. 14. 
Honorable Jess G. Read, President, National Convention of Insurance 

Commissioners, Portland, Oreg. 

I regret exceedingly that press of official duties at home makes it 
impossible for me to attend the convention and to visit the beautiful 
City of Portland at this time. Please extend my regards to all mem- 
bers and best wishes for a successful and harmonious convention. 

W. V. KNOTT, 
State Treasurer and Insurance Commissioner. 

I have a good many communications offering invitations to the Executive 
Committee for the next convention, and I will hand them to the Committee 
to take whatever action they may care to. It will alSo come up at a later 
date whether we will have an adjourned meeting in December. 

I would like to see if there are any more Commissioners or representatives 
of departments who have come in since the roll call yesterday. I will be 
very glad to call those States that I did not get an answer from yesterday 
when the roll was called: 


Additional Roll Call Made by Secretary 


Alabama, Alaska, Arizona, Arkansas, Georgia, Hawaii, Maine, Mississippi, 
Nebraska, Nevada, New Mexico, North Cayblina, Porto Rico, Rhode Island, 
South Carolina. 

Are there any representatives from any of those States present? (No 
response.) 

PRESIDENT READ: Former Commissioner Saufiey, of Kentucky, desires 
to make an announcement. 

MR. SHELTON M. SAUFLEY: Mr. President and gentlemen: I have been 
requested by several of the former commissioners to invite all of them to 
meet in Room 309 at 3 o'clock this afternoon, for the purpose of forming 
an organization of former commissioners. 

PRESIDENT READ: I wish at this time to call attention to one mistake 
that appears in the program. Listed on the Executive Committee are the 
names of Commissioners Dort and Tarver. They are not members of the 
Executive Committee, except that Commissioner Tarver, by reason of his 
being Vice President, is ex-officio member. Garfield Brown, of Minnesota, 
and Joseph Thompson, of Missouri, should be substituted for the two I just 
read. 5 

I want to name a Resolutions Committee, to report to the convention on 
the last day such resolutions as they deem proper, On that committee I will 
appoint: 

George Bowles, of Virginia; John Sullivan, of New Hampshire; 
Charles Warner, of Ohio. 

Are there any further announcements from the Commissioners? If not, 
we will pick up where we left off yesterday morning—the discussion of Com- 
missioner Dunham’s paper on examinations. Honorable Harry W. Hanson, 
Commissioner for Illinois. (Applause.) 

SUPERINTENDENT HARRY W. HANSON (Illinois): Mr. President, and 
Friends of this Convention: I am somewhat like a case I remember many 
years ago in my little town. We had a political meeting which had a ban- 
quet, and many of the celebrities of my local town were on the program. 
We started in early, at 6 o’clock in the evening, and there were so many 
speakers and so many good speakers that it continued on until after 1 o’clock 
in the morning, When they called on one speaker he arose and thanked 
the committee kindly for inviting him to speak and address the convention 
on March 9, but he said he hadn’t prepared a speech for the following day 
and he felt somewhat embarrassed to speak on the 10th instead of the 9th. 
I am probably in that position. 


Further Discussion of Examinations 


However, Mr. President, I do appreciate your inviting me to continue over 
two days. My speech will not be that long, because the subject had been 
well handled by that wonderful orator and masterful speaker from the east- 
ern country, Howard Dunham, for whom I have great respect, and then 
there were the oratorical abilities of my colaborer, Judge Tarver, and what 
in the world is there for a man from the central part of the United States 
to say but that I am glad to be here? And, fellow pressmen, will you kindly 
give me all the consideration you can with the few remarks I have before 
me on the subject that was so well handled by these two Commissioners. 
However, I have just prepared a few things, so I can go back to Illinois 
and show I was really and truly on the program, even if it did take me 
two days to get there. : s 

Copy of Commissioner Dunham’s paper was not received by me until just 
before leaving my office to board the train for Portland. However, since its 
receipt I have given it as much consideration as possible, and have also 
given some thoughts to the remarks made by the Texas Commissioner. 

The Connecticut Commissioner reports 1,605 companies in the United 
States examined during the last year—and out of this 104 examinations were 
made by Illinois. For further information of this number there were 42 life, 
45 casualty and the balance in other branches. This is out of 608 companies 
domiciled in our State. 

While our experience is no different, or better, than other States it dis- 
closes we are not able to examine as we would like to every two or three years. 

Conditions of our country in the past two years have been poor, but I am 
an optimist and think we are over our period of depression. It has been an 
unusual one for all Commissioners and I know I speak for all of them when 
I say it has been a constructive period and not one to cause companies to 
feel that receiverships are around the corner. Commissioners have been 
watchful to check up on those companies which are careless and_of promo- 
tion type. It will be agreed that the experience of the past 12 or“18 months 
has been a wonderful power for more conservative and competent supervision. 
There had crept into the insurance world a “promotion jazz,” consisting of 
buying, trading, freezing, substituting and anything but real insurance. This 
condition has caused the Commissioners to be more careful of examinations 
and may have taken more time and cost more to the companies examined 
by them. 

The address of Commissioner Dunham meets with my hearty approval 
in that the Commissioners at no time should usurp the functions of man- 
agement of an insurance company. May I add my comment—neither should 
the company endeavor to dictate the policies of the Insurance Department. 

In most respects I concur in the remarks of the Connecticut Commissioner, 
but the laws of many States do not permit the employment of examiners on 
regular salaries as do Connecticut and Illinois, and a very few other States. 
The law in my State is somewhat different from that of Connecticut in that 
we are compelled to collect from the companies examined the expenses in- 
curred by our examiners during the course of such examination and in addi- 
tion thereto, the State must be reimbursed for the amount of the salaries 
paid to the examiners while engaged in such examination. 


Correction of Improper Practices Sought 


I am impressed with the many ways that companies aid in assistance to 
healthful living, in delaying the passing in death of its policyholders, the 
many instructions to avoid accidents, fire prevention, and many other im- 
portant steps that are made to aid us to live longer.and with less worry. 
Why not all of us get together, both companies and departments, and drive 
out the “money changers?” Please let me modernize that biblical term by 
salling them “insurance racketeers.” 

As stated by those who have preceded me, certain abuses have crept into 
the examinations of insurance companies, therefor it behooves us as In- 
surance Commissioners to take such action as may be necessary to correct 
these practices, so that the term “racketeer” cannot be applied to us. As 
long as I am connected with the Illinois Department I will be pleased to give 
my hearty support to the correction of these evils. (Applause.) 

SECRETARY CALDWELL: I overlooked a copy of a report on the National 
Council on Compensation Insurance that was furnished by Mr. Hobbs, rep- 
resentative of the Commissioners, and I wish to have this referred to the 
Committee on Compensation. 

PRESIDENT READ: In discussing the paper of Commissioner Dunham, 
and speaking for and at the request of the California Commissioner, we have 
Mr. Lawrence Rouble, Chief Examiner, California Department. 

LAWRENCE ROUBLE (Supervising Examiner, California): Mr. President, 
Commissioners of Insurance, Ladies and Gentlemen: Were I gifted with the 
facility of extemporaneous expression of Commissioner Tarver, the effective- 
ness of my addres would not be lessened by the need of continuous reference 
*s prepared notes. Frankly, gentlemen, I would not have attempted to intrude 
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upon your deliberations with an expression of my reactions, had I not felt 
it incumbent upon me to direct your attention to the fact that, in this 
particular “be kind to the animals” convention, there is some danger of 
josing sight of one species that needs a friend. I have reference to that 
much abused, much maligned, often misjudged and seldom rewarded reptile 
called “examiner.” 

You have taken up the cudgels for the down-trodden insurance company, 
you have set up the “keep off the grass’ sign in the decision of interference 
with administration and management, you have placed the seal of approval 
on a policy of strict-economy in examination costs, you are engaged in 
lightening the onerous features of multiple State participation, you are 
frowning on the presumption of frequency in the scheduling of audits, 
you have discussed on comity between States, tact in supervision, 
suavity in relationship; you have given voice to a feeling of mutual admira- 
tion both on the score of activity and the results obtained—and now, gentle- 
men, is our turn—the turn of the worm and I bespeak your indulgence if 
I let him bask in the sunshine for a little while. 

Of course, gentlemen, you do not really require much of an examiner. All 
he must display to you before you turn him loose on his mission of hounding 
the snow white insurance companies, is the strategy of a Napoleon, the tact 
of a Chesterfield, the keeness of a Richelieu, the intellect of an Einstein. He 
needs no qualifications other than those of an expert accountant, an attorney 
at law, a professor of economics, a high grade executive, an investment spe- 
cialist and a prophet. You expect him to pack his grip at a moment’s notice, 
go on a journey of a few thousand miles, drop in on a company employing 
a few hundred people and wire you upon arrival just what is wrong with 
the company. 

I wonder how often it has occurred to you gentlemen to question yourselves 
as to whether or not you are giving the examiner the break which he so 
richly deserves? In sympathizing with the insurance company on the excessive 
cost of examination, do you ever listen to the small voice that suggests to 
you that a laborer is worthy of his hire? You are directing your examiner 
to report to you the facts, but do you have a full conception of the enormous 
labor involved in gathering them? Do you give any weight to the fact that 
he must match his wits against the brain capacity of executives, attorneys, 
comptrollers, and accountants who receive many times his compensation? Do 
you understand full well that the battle ground is not of his selection? That 
he must find his blundering way through a field that is mined, a field every 
inch of which is plotted, chartered and familiar in all aspects to the enemy? 
I use the expression advisedly. An examiner, and I am speaking only of 
the competent examiner, since none other should be permitted to conduct 
an examination, must consider himself at all times in enemy territory. I ven- 
ture to say that the path is not an easy one in the very best of companies. 


Problems Confronting State Examiners 


Facts have a way of their own in being elusive, slippery and well hidden. 
With the very best of cooperation accorded by officials, the examiner is con- 
fronted with problems infinite in variety and the least of them is the prepara- 
tion of a balance sheet. And after he has gathered the facts he must bring 
his sense of intelligent observation into play, separate the wheat from the 
chaff, learn how to disregard nonessentials and sit in judgment over the 
great mass of unrelated data, marshal them, coordinate them and weave 
a pattern that will be pleasing to the eye; state his facts in accordance with 
truths and fairness and compound a pill that will be wholesome, sugar-coated 
and palatable. 

When the final report is submitted to you, Commissioners, whether it be 
comprised in 10 or 100 pages, it gives you a picture which is an artist’s true 
conception of the model which he has studied from every angle. It may be 
flattering, it may be hideous, but it is true and this picture is presented to 
you on a silver platter to do with as you choose. You are enabled, after a 
glance at it, to pat the original on the back and tell him, “Well done, thou 
faithful servant.” You may give him a mild lecture of admonition and say, 
“Go thou and sin no more.” Or again you may say to him, “Thou hast been 
counted and found lacking in number, thou hast been weighed and found 
wanting, thy time has come.” 

And will you come to this true artist, this technical expert if you will, and 
ask him to accept a bookkeeper’s wage so that the savings made on his 
under-compensation may be added to the emoluments of the very ones over 
whom he sits in judgment? The psychologist tells you that competence never 
rises beyogd the level of compensation. If this be true, gentlemen, it is your 
duty to attract to your examination staff, men that are dependable, men 
that are competent, men whose ability and good judgment the companies 
cannot question, men to whom. like unto Caesar’s wife, the finger of suspicion 
can never point, men of integrity and high professional attainments. Men of 
such caliber cannot receive too high a wage because verily they are jeweis 
beyond price. ‘Applause.) 

PRESIDENT READ: Is there any further discussion of the paper? 


COMMISSIONER BUSH W. ALLIN (Kentucky): I have a resolution to 
offer, Mr. President: . 


Committee on Examination Procedure 


“RESOLVED, That a special committee of four be appointed to investigate 
the procedure of the examination of insurance companies by the various 
States and report to the December meeting of the Convention. 

“(Signed) BUSH W. ALLIN, Kentucky.” 

I move the adoption of that resolution. : 

The motion was regularly seconded. 

COMMISSIONER J. G. McQUARRIE (Utah): Is the object of this motion 
to carry out the suggestion made by Commissioner Dunham that some dei{- 
inite outline for examinations be made? 

COMMISSIONER ALLIN: That is the object of the resolution. 
handled by a committee. That, in my opinion, would be more expeditious 
than any other way. A committee with due consideration could make a 
report that would probably be much more acceptable than anything we could 
get out of a long discussion of this question. 

The question was called for, and the motion was put to a vote and carried. 

PRESIDENT READ: I will appoint on that committee Allin of Kentucky. 
Hanson of Illinois, Tarver of Texas, and Dunham of Connecticut. 

Is there any further discussion? If not, we will come to the next paper on 
our regular Tuesday morning program, “Some Phases of Underwriting Prac- 
tice,” by Commissioner George S. Van Schaick of New York. (Applause.) 

SUPERINTENDENT GEORGE S. VAN SCHAICK (New York): Yesterday 
we had presented by Colonel Dunham a most masterly paper upon the most 
important question, most of us believe, that confronts the Departments. Today 


It may be 


we are going to consider what seems to some of us another important ques- . 


tion, and as the President has said, it is to be presented under the subject. 
“Some Phases of Underwriting Practice.” 

If insurance is a social institution charged with a public duty it is appro- 
priate that Insurance Superintendents and Commissioners in convention 
should discuss those phases of insurance most closely affecting the general 
public. 

It is particularly appropriate that there be discussed any existing defects 
or abuses in order that an attempt be made toward concert of action. 

The prevalent disregard in many quarters for sound and adequate insur- 
ance rates has given grave concern to Insurance Commissioners and company 
executives alike. The theory upon which rates are filed and approved is 
two-fold. First, that of reasonableness in order that the public may not be 
victimized by any extortionate practices on the part of the companies. Second. 
that of adequacy in order that the public may not be victimized by dealinz 
with companies which are financially unsound. 

The so-called standard or tariff rates are generally developed by groups oi 
underwriters representing companies doing a preponderance of the business 
These rate-rhaking bodies are organized on a national, regional, State-wid: 
or local basis. The rates promulgated by them are customarily arrived at 
from the loss and expense statistics of member companies. 

After rates and supporting rules have been adopted by rating bodies al! 
members are required by agreement to observe them. In a number of Siates 
certain rate schedules must be filed with the Insurance Departments. In other 
States it is purely a matter of ethics and sound business that compels com- 
panies to abide by their agreements and refrain from unfair competition 


Rate-cutting Held to Be Unfair Competition 


Some companies remain independent of the rate-making bodies and empio, 
rates less than the standard promulgated by these bodies. The objective of 
such companies is frequently that of procuring selective business. 

Unfair and unsound competition through the medium of rate-cutting exisis 
between companies that have agreed to maintain a standard schedule, between 
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those making independent rates and between members of each group. The 
causes underlying this condition are worthy of consideration. 

The desire of new companies to acquire as quickly as possible a share of 
the business coupled with a natural disposition of older companies to hold 
their business or add to it, particularly where capitalization has been enlarged 
has been an important facter. The flourishing of rate-cutting as a practice 


is inseparably connected with investment practices which so generally devel- - 


oped during the recent boom times. It is now when companies are deeply 
concerned over the fall in the value of securities that widespread attention 
is being given the adequacy of rates, the practice of rate cutting and other 
practices seriously affecting company income. 

Rate-cutting has been committed in many different ways. Where it was 
desired to avoid the penalty for law violation or the condemnation of asso- 
ciates, companies and producers contrived to conceal their acts. In so doing 
they frequently furnished the public with policies that were defective and 
open to attack mm the event of a dispute over losses. 

Fire insurance rates have been cut by the extension of fire insurance cov- 
erage under a transit or inland marine policy. The business is thus mis- 
classified in an attempt te escape detection. Genuine transit or marine 
coverages are generally exempt from rate regulation. 

Other forms of violation consist of writing three and five-year term policies 
at less than the reouired multiples of the annual rate; the writing at mini- 
mum rates of a risk bearing a higher specific rate; the extension of coverage 
beyond that provided in the rating rules. 


Automobile Insurance Field Affected 


In the automobile insurance field mumerous devices are used to cut rates. 
Cars are misclassified as toe territory of location. size and kind of operation; 
experienee-rating data iz distorted; discounted rates given to fictitious fleets 
and pay roll audits on fleets neglected. Instances have been found where 
vital endorsements have been omitted from policies. 

The conseouences of rate-cutting are manifold and need not be enumerated 
At present the loss of essential revenue is the one which is met on every side. 
Failing to offset the premium loss due to cut rates. many companies find it 
necessary te become niggardly in the payment of losses. The public as usual 
pays the bill. If this practice is not sufficient to recoun deficiency of premium 
income the company must then draw upon its surplus to replenish its reserves. 
The financial security is thus weakened. 

Rate-cutting is seldom uniform. The cutting of rates in favor of some 
assureds reacts seriously against all other assureds. The one who fails to get 
the cut is usually the least influential and least able to bear this discrimina- 
tion in favor of his more prosperous competitor. 

Closely relajed@ to the practice of rate-cutting is that of rebating and the 
payment of excess commissions. A rebate has the same effect as a rate cut 
in the depletion of 2 company’s revenue. At the same time it is the added 
dishonorable element of sneaking deception that lessens the morale of anyone 
who participates therein. ; 

Excess commissions. too, have their demoralizing effect. Take a single illus- 
tration: In the writing of contract bonds having to do with public work it 
has come to be the establisned practice to make the commission large enough 
to be divided among men of power and influence through whose good will or 
political standing the bond is placed. It is a demoralizing, disreputable, 
shameful practice. aided. abetted and sustained by the great and honorable 
insurance profession. Yet the public pays the bill How long before the 
public revolts remains to be seen. 
pensation te agents and brokers whose problems are manifold and whose 
industry is great The protest is made against commissions 
unearned but paid as petty graft in securing business 

Closely allied to rate-cutting, rebating and excess commissions is another 
practice which almost inevitably follows. Reference has already been made 
to the effect that deficiency in income has upon loss adjustment practices 
Abnormal cost in the acauisition of business inevitably means shaving of 
Settlements. One particularly fraudulent practice which has recently come 
to the attention of the New York Department is that of claim adjusters falsely 
suggesting the pending insolvency of an insurance carrier in order to settle 
& meritorious claim at a reduced amount. The potency of the argument is 
great. Claimants and particularly those of little means. with recent insurance 
and” banking disasters in mind. are peculiarly susc piible to the argument. 
The mere suggestion of the possibility is often enough to frighten the claimant 
into the acceptance of an inadequate amount. It is as reprehensible a prac- 
tice as could possibly exist. It is referred to merely as an illustration to show 
the lengths to which companies will go in order to cover up other unethical 
practices. It is believed, of course, that the mere bringing of such a practice 
to the attention of insurance executives will eliminate it. 


which are 


Conferences on Acquisition Costs 


This is not 2 bill of indictment. It is simply a brief reference to admitted 
conditions which have already been discussed so long that the time for def- 
inite action must not be further postponed. 
¢ The higher proportion of premium income used for the purpose of alienating 
business from competitors has led to conferences on acquisition cost in va- 
rious insurance lines. It has formed the major topic of discussion in pre- 
vious conventions. Acquisition cost rules have been promulgated by the acqui- 
Sition-cost comferences. Recent inquiry discloses many violations of the 
agreement to abide by the rules. Frequent discussions are had as to the 
propriety and desirability of making them enforcible by law. Wide divergence 
of opinion exists among the various persons concerned. The need of prompt 
action is apparent. The approval of rates must of necessity depend upon the 
costs of the companies in the production of business. How can an approxi- 
mate correct rate be established for" certain coverage if the costs upon which 
that rate is based ean be changed at will? It is clear that both the reason- 
ableness and adequacy of a rate is instantly modified by a change im the 
costs of the company using that rate. ; 

It becomes apparent then that not only the public interest in avoiding 


waste but public concern in company stability demands the correetion of this 
Situation. 


Whence then is the relief te come? 

Complaint is often made that there is already too much legislation. That 
too much power has already been given to commissioners of insurance. Per- 
haps that is so, Nevertheless more legislation and more drastic legislation is 
inevitable umless an alternative is forthcoming. 

The power of a commissioner of insurance is great. 
very properly so. He should have every power necessary for public protection 
but no more. Companies know much more about tne transaction of insur- 
ance and how to conduct their own affairs than any outsider. Yet the needa 
of supervision is everywhere recognized. Much is necessitated through heed- 
lessness and carelessness. Some is made necessary by cupidity. Occasionallv 
the necessity comes from criminality. If the practices complained of were al 
illegal by statute and it were only the question of the occasional lawbreaker 
to deal with, a commissioner of insurance could assume the role of sheriff and 
policeman and make short shrift in cleaning the deck. If the deviations were 
so widespread as to infer im no uncertain terms that the standards of con- 
duct laid down by law have not the support or respect of the insurance com- 
panies and executives and the public, then enforcement through fear of the 
commissioner would be futile. Forcible enforcement of law has never suc- 
ceeded. Real enforcement comes from organized self-control. What shoyJd 
be kept in mind is that even though the insurance profession were indifferent 
the public will undoubtedly sustain every necessary step to wipe out practices 
that are unfairly bearing down upon an already over-burdened populace 


Legislation Held to Be Alternative 


This then to the alternative. The evils of the insurance business 
which are many and widespread, could be tremendously reduced overnight 
by the concerted action of the insurance companies of the United States 
If they have the will to do it they can do more than any legislation no matter 
how drastic. Yet if they do not exert the power they have it is clear that 
legislation radical and: sweeping will become inevitable. Public interest de- 
mands the elimination. of the evils. It is clear that unless the house is 
cleaned by those responsible the work will be undertaken and completed by 
others. The ringing statement of Chief Judge Cardezo of New York is stil) 
sounding in the ears of lawyers everywhere when he said in reference to his 
profession: “If the house is to be cleaned it is for those who occupy and gov- 
ern it. rather. than for strangers, to do the noisome work.’ 

Insurance is more than a business. It may be stated positively, it is a social 
institution. Those engaged in it are charged with a public imterest. They 
serve in a profession as honorable as any but like the law, fraught with op- 
portunities for fraud and injustice. It would seem to be that the proper 
tunction of commissioners ef insurance is to work hand in hand with the 
members of this profession, not imposing restrictions from above but helping 


Yet it is limited and 


leads 
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No one objects to fair and adequate com-. 


Re Ce EET ENET ET OEE TEN TREE EEE CLELTE CEETCTETE AE TE TeedeceeseeteedecdeManceeeeniens seendenlePbenercseeesenneenctacttedaete 


to carry out the public obligations. If this convention can make some prog- 
ress in realizing this ideal it will have been worth while. The failure of the 
companies to act is similar to delays in disarmament. All agree on its de- 
sirability but each fears to put himself at a disadvantage by beginning. 

Reference has been made to the probability that if the insurance com- 
panies do not of their own accord correct practices now inflicting grave in- 
jury upon the insuring public, appropriate legislation will be forthcoming, 
giving wide and sweeping powers to the respective departments of insurance. 
It is not at all certain that greater powers do not already exist under present 
statutes than have been exercised. Since early days it has been fundamentally 
established that the grant of an express power carries with it by necessary 
implication power to do those things reasonably necessary and appropriate to 
carry out the express grant. In many of the States control over reasonable- 
ness and adequacy of rates exists. Of necessity this carries with it as was 
stated before a consideration of the fixed costs of the user of the rates. If 
acquisition and other costs may fluctuate at the will of the company any pro- 
nouncement as to reasonableness and adequacy becomes a futile gesture. If 
a company files its acqusition-cost rules at the time it gets approval of its 
filed rates there is reason to say that adherence to those rules becomes a 
fixed and legal duty. That a deviation therefrom is as much a rate violation 
as direct rate-cutting itself. If the companies force the issue by letting pres- 
ent conditions remain it will unquestionably follow that the courts will be 
asked to pass upon, the logic of this position. 

No inference should be drawn from this address that there exists any lack 
of confidence in the integrity and ability of the insurance profession. By and 
large there is no more able, alert and distinguished group of men anywhere 
than those engaged in this outstanding public service. Dealing with vast en- 
terprises, charged with grave responsibility, daily solving. problems most in- 
tricate and difficult, they constitute one of the most conStructive forces in 
our respective commonwealths. Conditions of which complaint is made pre- 
sent a challenge of most serious import. Close students of the problem are 
confident it will be met. 


Responsibility for Correction of Evils 


The insurance commissioners of the United States can do much. The so- 
lution of the problems calls for full cooperation. It is no discredit to look 
things in the face and place responsibility. If there is basis for what has 
been said, the responsibility for existing dangerous and undesirable practices 
rests primarily upon insurance executives having direct control. Secondarily 
it rests with almost equal force upon the members of this convention. 

It is also undoubtedly true that the leadership in the insurance field given 
to the State commissioners together with the wide statutary authority to en- 
force laws, make it logical and imperative that the commissioners offer not 
only their cooperation but leadership. When the companies are thus reas- 
sured that every power at the command of the commissioners will be vigor- 
ously and impartially used to enforce statutory regulations, that legal and 
ethical practices will not put them at a disadvantage, there may be expected 
to develop that concert of action between commissioners and companies that 
will greatly reducg underwriting practices that are insidiously dangerous to 
the whole insurance structure. 

Speaking specifically of the New York Department. it hopes that the com- 
panies will meet this situation and change the conditions If the companies 
do not, every power at the command of the Department will be used for the 
purpose of eliminating the practices to which reference has been made. If 
additional powers are needed, the Department will seek them, that is if they 
are found to be necessary. Rates must be kept reasonable. That may sound 
like a dogmatic statement. It isn't It is fundamental, axiomatic. Rates 
must be kept reasonable. And it follows just as sure, just as true as a die, 
after we have decided and recognized that rates must be kept reasonable, that 
reasonable rates do not permit of excessive acquisition cost or other wasteful 
practices 


Interest of New York in Practices Elsewhere 


Now not only is it a matter of keeping rates reasonable but it is also just 
as fundamental to say that rates must be nondiscriminatory. It is only tail 
and decent that it should be so. At the same time rates should be such as 
to give sufficient income to provide for fail settlements for company solvency 
and a fair return to those who are engaged in the business 

In addition to that, speaking again and speaking further for the New York 
Department, and in answer to the question that has been proposed or pro- 
pounded many times during the last few months. New York is also interested in 
certain practices outside of the State of New York. The policy of any other 
State does not concern us in any degree whatever, but whenever practices 
are indulged in by any company doing business in New York, whether one 
of our New York companies working elsewhere or a foreign company doing 
business in New York, engaged in any practices which reflect or threaten 
its company solvency, then the State of New York does become interested. 
It is the policy of the Department, the policy which has before been 
enunciated, that the Department will consider practices of that sort outside 
the State as hazardous to the policyholder in New York, and it will act ac- 
cordingly. 

We are presenting the viewpoint to the Commissioners of all the States 
with the idea that the same equal protection, the game fair dealing, which 
is attempted for policyholders there under this program, may be carried out 
by similar programs which are adopted elsewhere I remember reading in 
the very tmstructive book of Professor Patterson upon “The Insurance Com- 
missioner in the United States” that these sessions of the National Conven- 
tion are schools of instruction for new and inexperienced Commissioners, 
whereby the new and inexperienced Commissioner obtains many useful hints 
for the discharge of his duties 


Advice and Assistance Requested 


Some of us have come here bringing one of our major problems. We have 
come here and given to you our diagnosis of our situation; we have told you 
where in our opinion the responsibility Mes; we have laid out the program 
which has appealed to us as being one which is fair and calculated to make 
some improvement along the situation which we all say should be corrected. 
We have come here for advice, we have come here for help, we have come here 
for comment, and we hope that if there is any better way, any more effective 
means of reaching these problems; if there is anything which has been said 
or done that is unjust, or if we are mistaken in any way, it will be pointed out. 
Everyone will keep in mind that there is no pride of opinion in our make-up. 
that we are willing and desirous of having any help that can be given us from 
any place in order to treat this situation. We want what Judge Tarver so elo- 
quently referred to yesterday—the cooperation which is the foundation of this 
insurance convention. We shall be very happy when we leave if we can 
have the help, in this problem which has been presented, of the men of a 
years of experience who have been members of this Convention long before th 
present Superintendent of Insurance of New York was @ member. ( Applause.) 

PRESIDENT READ: Discussing the very fine paper presented by the 
Superintendent of New York will be the Honorable Herbert L. Davis, Super- 
intendent of the District of Columbia. While we are waiting for the Com- 
missioner the Secretary has one communication we will dispose of. 

SECRETARY CALDWELL: I have a communication here with reference 
to the blanks, and I want to refer this to the Committee on Blanks, and 
as the Chairman is not here I will refer it to the next in order, Mr. Linnell, 
of the Department of Massachusetts. 

I- want to announce that the executive session of 
scheduled for this afternoon at 2 o'clock 

COMMISSIONER C. D. LIVINGSTON (Michigan): We have just listened 
to a magnificent discussion of a subject that is important to every Com- 
missioner, and I move you that this convention congratulate the Superin- 
tendent of New York on his paper and that we will have discussion of it 
in the executtve session this afternoon 

PRESIDENT READ: Do I understand, 
have discussion at this time? 

COMMISSIONER LIVINGSTON: No; 1 mean to continue the discussion 
this afternoon also. I think it is so important that every Commissioner here 
should have something to say about it today, and it strikes me that it is 
something that indicates that the welfare of the public in our several States 
depends upon the correction of the various abuses that Superintendent Van 
Schaick has so eloquently given. 

The motion was seconded by Commissioner Dunham, of Connecticut; 
to a vote, and carried 

PRESIDENT READ: Commissioner Davis, it is now your time to discuss 
the paper of the New: York Superintendent. (Applause.) 

SUPERINTENDENT HERBERT L. DAVIS (District of Columbia): Mr. Presi- 
dent and Members .of the Convention I have been at work since about 2 
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to a receivership, and I want to ask if my discussion of Commissioner Van 
Schaick’s paper might be delayed until a little later on the program. 
PRESIDENT READ: Your request will be granted, Commissioner. There 
is an executive session this afternoon, and there is no session tomorrow. It 
may be given this afternoon or on Thirsday. 
SUPERINTENDENT DAVIS: I will appreciate that very much, indeed. 
PRESIDENT READ: Is there any further discussion? We will now pass 
to the next topic on the program: “More Uniformity in Department Rulings,” 
by the Honorable John G. McQuarrie, Commissioner for Utah. (Applause.) 
COMMISSIONER JOHN G. McQUARRIE (Utah): The papers for the most 
part which have been read before these conventions have been prepared by 
specialists connected with the big companies or by experts associated with the 
insurance departments of the larger States, where they have the advantage of 
classified statistics and the help of technically trained men. In the smaller 
States the Insurance Commissioners, having to perform all the many func- 
tions connected with an insurance department, are selected because they are 
“general utility” men rather than because of technical training in one par- 
ticu'ar line. The drafting of laws or the phrasing of rulings is the work of 
specialists. I realize that this task has not been assigned to me. 


Uniformity in Department Rulings 


It is easy to see defects in various systems of business, government, educa- 
tion, finance, taxation, etc.; but when it comes to changing any established 
system reforms are accomplished only as the result of many proposals and 
by patiently trying out one proposition after another, and by being wise 
enough to profit by failure. 

The difficulty of regulating insurance companies and safeguarding the 
interests of the insuring public by commission are, at least. twofold: First, 
the difficulty in securing progressive legislation, and, second, the problem of 
getting any uniformity in regulation when 48 insurance departments, with 
separate and distinct authority, attempt by rulings, or otherwise, to super- 
vise a distinctly interstate business The difficulty of a similar task was 
recognized when interstate commerce was removed from the control of the 
respective States. 

It is not possible for the average legislator io become familiar with the 
increasing services, the almost unlimited number and variety of policy forms, 
and the intricate and Yechnical complications connected with the insurance 
busincss. We cannot expect these men to lead out on to cooperate readily 
in the preparation of regulatory measures which are necessary to safeguard 
not only the insuring public, but also to protect deyendable companies against 
unjust competition when they try to follow the rules of sound underwriting. 

There is not only the lack of information on the part of the average legis- 
lator coming fresh from the ranks of the people, but also a suspicion or 
mistrust, which is even more pronounced, against the practices of insurance 
companies, than againsce other large corporations. 

Although the safety of insurance companies is generally recognized and 
the danger of failure has been almost eliminated, there is in the preparation 
oi the coniracts, the placing of the business, and the settling of claims alto- 
gether too much reason for the rather widespread belief, that the companies 
have an undue advantage cover the insured when it comes to the settling 
of claims. There is no other form of business contract which includes a 
“pariy of the first part’ and “party of the second part,” where it seems so 
difficult to establish and maintain what attorneys des’gnate as “a meeting 
of minds.” 

Although insurance companies settle about 99 per cent of their claims 
without litigation it is the 1 per cent settled through the couris. or by Com- 
missioners which creates all the noise and which forms the basis of public 
discussion and which mo!ds public opinion. 
Insurance is placed on the books through the agency m thod. The 
fications of an agent, or promoter, is his ability to make h 
rainbow, rather than the clouds. It is the business of 
to recognize the clouds, and forecast the wind of 
their clients from them. 
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Loss Adjustment Procedure Discussed 


When a policy is placed by an agent in the hand of the insured. with the 
face amount in large beautifully engraved figures, the document looks very 
much like a Government bond. If the insured opers the policy at all the list 
of standard provisions looks for all the world like the “English Bill of Rights,” 
or the eighteen amendments to the Constitution of the United States, all 
intended to add security to the patron of the insurance company, but when 
the insured has a fire, for instance, it is not the suave agent who appears, 
but an adjuster, a man with an eye like an eagle, guarding the interests 
of the company that employes him, with jaws like a steel trap and a tongue 
that twangs like a Jew’s harp. If it is not perfegtly clear that the origin of 
the fire was purely accidental, the adjuster may proceed with an examination 
and cross examination that would make Darrow of Cook County fame look 
like an office boy in a legal department. The adjuster proceeds to figure 
out the cost of material and construction. An allowance is made for a 2 per 
cent depreciation for the 25 or more years that the building has been in use. 
Then the co-insurance clause is applied with a reduction or another 20 per cent. 

The exact liability of the company is accurately arrived at which may 
amount to anywhere from ®5 per cent to 40 per cent of the face of the policy. 
While the insured is still dazed, and unable to think of the exact adjectives 
that he would like to use to express his feelings, the adjuster suggests that 
he has been very gencrous and magnenimous in waiving all doubts in favor 
of the insured as to the origin of the fire, the lack of proper descriptions of 
flues, wiring, etc., and that if the company had known that he was in the 
habit of violating, at times, the Eighteenth Amendment, that they would not 
have been on the risk. 

The disappointments are far more numerous, when a health or accident 
claim is involved. The adjuster scans for exceptions and breach of warranty 
the clear bill of health which the agent usually provides in the application, 
either before or after the appiicant has put his name on the dotted line; 
also the time of notice, the 1.mote origin of the disease, whether it is con- 
fining or whether the patient has been able to sit for part of the time on the 
porch, or to rest in a hammock. 

The adjuster may not exactly conform to the above descriptions. I have 
drawn the sketch from the viewpoint of the disappointed insured. Such ad- 
justments are the exceptions, but they are the adjustments which form the 
basis. for public discussion and public opinion. 

The average legislator also comes up to the Capitol with none too friendly 
an attitude toward the Commi'ss‘oners elected or appointed to direct the 
numerous State departments... There is a popular feeling that there is a good 
deal of graft connected with the whole system. A Commissioner in attempt- 
ing to amend or modify some antiquated law, or some law where the lan- 
guage has been so interpreted by the courts that it does not convey the intent 
or the meaning of the contract, may easily arouse the suspicion of the leg- 
islators that he is subsidized, or influenced by the executives of the in- 
surance companies. 7 


Difficulties in Securing Legislation 


I met with this especially a short time ago in meeting with the special 
commission appointed to revise our taxes. When I tried to assist those rep- 
resenting the companies in maintaining the tax at one and one-half per cent, 
because I was certain that was general throughout the.States of the Union— 
in making this contention I aroused the suspicion that I must have been 
employed by the insurance companies. There were a number of other amend- 
ments that I tried to get through our rather antiquated code because there 
had been interpretations which clearly made it so that the language didn’t 
express what was intended. 

For these and other reasons it has been found impractical to secure needed 
legislation. Therefore, the custom of the promulgating rulings has been 
adopted by the Commissioners and quite generally conformed to #y insurance 
companies. 

There is little difficulty in the promulgation of rulings by the respective 
Commissioners which have to do only with the interpretation and the appli- 
cation of existing laws. (Such rulings are not taken into consideration in 
this discussion.) 

We have a different proposition, however, when it comes to the promulga- 
tion of regulatory measures, based upon general powers granted to the Com- 
missioners, a good example of which was the ruling recently passed which 
required the standardization of the permanent disability provision connected 
with life insurance policies. 

With few exceptions such rulings are workable only to the degree that they 
are uniform either in all the States or in a particular group of States which 
may be especialiy affected. When we attempt the functions of legislation we 
find that we have a very large and unwieldy body. : 

Our time is so Jimited that it is hardly possible to arrive at any consensus 
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of opinion, besides we are apt to meet a subtle but none the less effective 
opposition. 

The insurance executives and the agency officers with the array of at- 
torneys and actuaries and adjusters, who attend these annual conventions, 
and who usually play the part of host or indulgent entertainers, and who 
always come with the right hand of fellowship extended, could hardly be 
recognized as formidable opponents, if we attempted any legislation which 
might change or disturb the present operation of their machinery, as they 
have set it in motion. But although insurance executives would rather deal 
with Commissioners who have a fair understanding of their problems than 
to lobby with legislators, they are for the most part opposed to too much 
regulation. Unless they happen to get into a jam like the old line companies 
did, in providing disability benefits, or the fraternals and assessment societies 
when they found themselves faced with irreparable deficits, as a result of 
operating for many years upon an inadequate premium, they would rather 
the Commissioners would keep their hands off of the steering wheel and 
not attempt to do too much driving from the back seat. 


Characteristics of Insurance Executives 


By selection and training the insurance executive has developed two out- 
standing qualities. He is, first, the most dependable trustee in the world— 
second, he is the best diplomat in guarding his particular line of interest. He 
has a way of making the Insurance Commissioner feel his personal greatness, 
and the importance of his office while as the executive of an insuranc com- 
pany he is just an ordinary fellow who has only to do with the safeguard- 
ing and proper investing of a few hundred millions of dollars and incidentally 
to compete in his line of service with five or six hundred other competitors, etc. 

In addition he is deferential, and seldom, if ever, overlooks an attention 
that would add to our comfort or pleasure. The annual conventions would 
be pretty tame affairs without the attendance and cooperation of the insur- 
ance officials. May they continue to be present with us. They have, however, 
thus far succeeded beautifully in preventing us from doing any harm. 

I am calling attention to this difficulty for the reason that I would like to 
suggest that instead of the Insurance Commissioners attending the midyear 
business meeting, that such matters could be left to the executive committee, 
and that the Insurance Commissioners might organize themselves into grcups, 
consisting of a number from six to 10, who are conveniently located and whose 
jyoblems are similar. They could meet by appointment. They would have 
time to discuss and properly consider any regulatory measures, which mircht 
be proposed. Such provositions as should rightfully come before the rener 
assembly would come aiter being properly considered, and with‘a much better 
chance of receiving the atteniion and consideration of this body. 

Although there are real difficulties in attempting to discharge ‘the duties 
imposed upon us as Commissioners, we cannot excuse ourselves for failing 
to avert some of the most serious failures and to protect the insuring publi¢ 
from apparent dangers and substantial - losses. t 

For instance: It must have been known to at least every experienced Com- 
missioner the disappointments and tragedies which were sure to come to 
the old and surviving members of fraternal societies and assessment associa- 
tions operating on inedesuate premiums long before the d sasters which we 
have been witnessing of late actually took piace. In the interest both of 
such societies and thcir members a vigorous united effort—either in the 
form of recommended legislation, or uniform rulings—should have been 
undertaken. 


Inadequacy of Fraternal Insurance Rates 


I might say that I think some Commissicners did attempt to go into th 
courts and point cut that they were on cequate terms a number of years 
ago. I believe our dean of Commis ione Commissioner Fishback, atitomnted 
that here in Washington. I am not saying that some efforts have not been 
made, but what we are discussing here is uniform action that has not bcen 
taken. ‘ 

It must also have been apparent that the application of the reciproc al or 
interinsurance exchange law to general, rather than classified property risks 
with no capital requiiements, and no surplus requirements—was certain to 
result in failures, which would create not only loss to the insured, but create 
public mistrust. Such failures have resulted in the present receivership 
of the Casualty Association America and the recent liquidation of the 
United States Inter-Incurance Exchange Association, but such happenings 
seem to arouse no united effort toward the prevention of such exnerienres 
in the future. 

It is well known that if a company attempts to insure the lives of a thou 
sand men whose average age, we will say, is 35, that they will have an 
average expectance of life of about 32 year: Any premium or assessment 
which, with its interest, will not produce $1,000 in that length of time is 
certain to be inadequate. Any advantage gained by the members who fail 
to live out their expectancy must be compensated for by excess premiums 
or assessments applied to surviving members. If we have failed to prctect 
the millions of surviving members and their beneficiaries from disapnoint- 
ment and distress as the result ef age or death, certainly the history should 
not be repeated. Practically all of the old fraternal societies, and also the 
assessment companies, which have operated for a period of 20 or more years 
have gone onto the legal-reserve basis, or transferred their liabilities to old- 
line companies, or reorganized themselves on a similar line; but there is a 
new crop of assessment societies springing up with premiums based on an 
assessment to cover actual death experiences from year to year, with a pro- 
vision that the insured will be paid not a definte sum, but the amount that 
may actually be collected. ; 

I submit to you gentlemen that there is no actuarial table, there is no pos- 
sibility of a just premium being establishé@ on the year-to-year exnerience, 
because if we take the history of any 1,000 men who started out it will 
eventually be the history -of the whole association It is not possible to 
establish a just premium or assessment based on a year-to-year experienc 
and after all the failures that we have had based on such an idea we shov 
not allow a repetition of it. 


Proposed Rulings Outlined 


First. Either a uniform ruling or recommended law which would limit « 
classify the lines of coverage for reciprocals, or prescribe additional safe- 
guards if general insurance is to be undertaken. Some of the States may. 
of course, have already amended the law. Our law in Utah certainly needs 
some amendments. 

Second. Either a ruling, or legislation, which would prevent life insurance 
from being written upon a basis which provided a premium or an assess- 
ment less than the net level premium, as estimated upon the ‘American 
Experience Table of Mortality, or some other legally adopted table. 

Third. A ruling which would aim to classify health and accident insuranc« 
and limit the number or variety of policy forms which may be considerec 
necessary to provide for the public needs. 

At present the expenses to the companies and the expenses to the insurin; 
public are increased by multiplicity of forms for conipetitive purposes only, 
which can be numbered only by use of four or more figures. One Commis- 
sioner told me that there were 5,000 different forms of accident policies filed 
in his department. 

Fourth. Probably the most dangerous activity which may threaten the 
stability and the security of insurance investments is the temptation on thc 
part of other financiers and financial] institutions to get control of the 
twenty-odd billion dollars now held as a trust fund by the executives o! 
insurance companies. 

The insurance executive must be a man who senses trusteeship. He must 
so handle this trust fund that the money due the depositors may be avail- 
able either now or any time within a period of 75 years. The liability oe! 
any life insurance contract may stret¢# out at least to this period of time. 
He must be a man who understands actuarial liability and the. amount oi 
reserve which must be assigned to meet them. 

Speculators such as Toombs, of Chicago, or the more conservative stock 
brokers such as the Caldwells, of Tennessee, or the financial giants con- 
nected with such institutions as the Bank of Italy, can hardly be expected 
to keenly sense such responsibilities and understand the financial problems 
to a degree that such responsibilities are felt and such problems understood 
by the trained executive who has worked for years in building up an insur- 
ance company. 

I do not refer to these particular men disparagingly or criticizing them in 
the management of their own business, but I do have,a man who was 
president of a bank who was made president of an insufance company be- 
cause he was a good investor, but in the last two or three years he has 
found he has not had sufficient experience in the investment of insurance 
funds. It isn’t necessary for me to dwell or enlarge upon this point to show 
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the difference between a trustee handling insurance funds and a trustee 
handling a brokerage institution or a bank. 

If the officers of a life insurance company become simply the employes of 
the directors of some other financial institution, with no power to really 
determine where their deposits will be made, or what bonds they will buy or 
refuse to buy, or the nature of the investments they are supposed to ac- 
quire, then, in order for the Commissioners to understand the degree of 
soundness of such a company, they would also have to know the soundness 
of some other financial institution controiling the stock, and also the char- 
acter°and judgment of the men manipulating them. 


Ruling on Financial Control Proposed — 


Some ruling should be promulgated that would set forth that whenever 
it is found that the capital stock of an insurance company is controlled by 
the president or directors of some other financial institution that it would 
be considered sufficient cause for refusing to renew the license of such a 
company. Or some uniform legislation might be proposed that would give 
the Insurance Commissioner discretionary power to either cancel or refuse 
to renew the license of a company where the control of its affairs has really 
gone out of the hands of its president and directors. 

A law or ruling of this kind, if put into effect before there are any further 
movements looking toward such control, would not injure investors because 
they would not undertake to buy the stock of a company that might be put 
out of business as the result of their purchase. It would act as a protection 
to those who have been responsible for the building of companies and who 
desire to retain their control. 

There are, of course, other regulatory measures which might more fittingly 
be first discussed before groups as suggested above, and there would be no 
purpose in further continuing this discussion by proposing rulings which 
have had only individual and very superficial consideration. 

PRESIDENT READ: Discussing this paper, you will hear from the Honor- 
able Charles T. Warner, Commissioner of Insurance of Ohio. 

SUPERINTENDENT CHARLES T. WARNER (Ohio): Mr. Chairman and 
Members of the Convention: Ever since I had notice that I was expected to 
discuss the paper of Mr. McQuarrie I have wondered whether the President 
and the Secretary (I think they are the ones responsible for sending me 
the notice that I was to do so) had in mind that they would contribute a 
little entertainment for you at my expense, or whether I would have some 
good excuse to the taxpayers of Ohio for coming out here and spending 
their money. Well, I think either one would be laudable. 

As some of you perhaps know, I have been in this particular game of 
supervising only about six months. I am consoled somewhat by the story 
that is told in the court about a young lawyer. He appeared in court and 
asked that his case be continued, as lawyers sometimes do, you know. He 
made his apnlication for continuance, but the court wasn’t inclined to agree 
with him. The young lawyer said: “Your Honor, my partner in this case 
is out of the city and I don't like to go ahead alone.” 

The court said: “You know the rule. Where there are two counsel in the 
case and one is present you must proceed.” . 

The young lawyer hedged about a little more for some excuse for addi- 
tional time. and he finally said to the court: “Your Honor, if I must tell 
you, I really know nothing whatsoever about this case.” 

“That will be all right,” said the judge. “It really isn’t the first time you 
have appeared in the court in a case about which you have known nothing 
so just go ahead.” (Laughter.) 

No doubt President Read and Secretary Caldwell will say that there wa: 
an alternative, reminding me of another story. We had out in Ohio a 
who was an awfully ugly, homely fellow. He was worse than some of us 
Commissioners, you know. He was a humorist, going around the country 
giving lectures. He tells this story on himself. One day he was riding on 
a train and across from him,was a drunken man. The man would look at 
him and grin and laugh. finally the drunken man said: “Mister, do you 
know that you are the ugliest men I ever saw in my whole life?” : 

He didn’t answer him for a moment or two, and the drunken man re- 
peated: “You really are the ugliest man I ever saw in my whole life.” 


“I am not responsible for the topography of my face. I had nothing to do 
with that.’ 


The drunken man thought a little 
Stayed at home. couldn’t you?” 


fellow 


while and said, “Well, you could have 
(Laughter and applause.) 


Determination of Objective Necessary 
I couldn't resist the temptation to come out t:ére 


and enjoy the great things we have enjoyed 
and so I came 


and meet you good folks 
The temptation was too great 
But since I have listened to the papers read by Commissioners 
Dunham, Tarver, Van Schaick and Hanson, and the eloquent and instructive 
paper by Mr. McQuarrie, I sometimes wish I had stayed at home. (Laughter.) 

In opening the discussion of this splendid paper by Commissioner McQuar- 
rie, I do so assuming that we are all in favor of more uniformity in rulings 
by our different State insurance departments 

It is perhaps unnecessary to siate that the attainment of more uniformity 
in rulings to an appreciable degree will be a worth while achicvement, since 
under the great diversity of laws governing insurance among the different 
States, the comparative degree of uniformity is the most that 


can possibly 
be secured 


In my opinion the first thing to determine in this matter is the objective 
sought by this procedure. In other words, what is to be accomplished by the 
establishment of a system whereby more uniformity might obtain in de part- 
mental rulings. Is it to facilitate and make more efficient the administration 
of the Department of Insurance in the respective jurisdictions, or is it to ini- 
tiate and apply uniform regulatory measures affecting, or likely to affect, the 
company and the insuring public, or is it to provide a system or plan whereby 
decisions and rulings of insurance commissioners, which are of general or 
special interest in the insurance world, may be promulgated and made more 
available to the companies, general public, and to the insurance departments 
of other States. 

I am of the opinion that the policies recommended by the Commissioner 
from Utah are matters of legislation rather than of judicial determination. 
While I would not have the heads of State insurance departments close their 
eyes to, or be unmindful of, the apparent dangers underlying certain methods 
of underwriting, yet, certainly it is not of first importance in the administra- 
tion of this department. 

While scarcely a day passes without some evidence of the unsound basis of 
certain fraternal and old assessment companies, aiid consequent complaint 
and distress, yet the executives and fhe actuaries of those companies at-that 
time must bear the blame, if any, for the establishment of a rate of premium 
which was inadequate and disastrous to policyholders “who lived too long.” 

I am in hearty accord with the propositions advanced by the author of 
the paper that danger signals are displayed to experts on insurance, as set 
out in examples cited by him on page 7 of his paper. Yet, I am likewise cer- 
tain, that had the insurance commissioners of the several States at that time 
established the fraternals and assessment companies, fixed the premium 
rate, and drafted their constitution and by-laws, in all probability, the situa- 
tion with reference to those organizations, would be but little different from 
what they are at the present time. In other words, the frailty of human 
judgment of the Commissioner would be just as vulnerable to the antics of 


“Father Time” as was that of the promoters of these organizations. For who 
among us could have foretold that during the life of those organizations the 
average age of man would creep up from 33 to 57 years, and with a stroke 
shatter our calculations as to rates and schedules theretofore found sufficient? 

The insurance game is a time game, a circumstance game, a chance game, 
if you please, and while our actuaries under all the circumstances of the 
present, and information of the past may determine to an exact nicety the 
rate that should obtain now, yet a few years may disclose the fallibility of 
that judgment and prove the rate wholly inadequate. So that, in my judg- 
ment, the Insurance Department, as credited in most States, is without the 
scope of its jurisdiction, in invading the province of the executives of insur- 
ance companies by establishing basic principles of underwriting. 

In other words our business is to supervise the insurance business, and with 
the exception above referred to, supervise under existing laws and the discre- 
tion directly or impliedly given thereunder. 

It has been the policy of the Ohio Insurance Department to hold itself aloof 
from initiating or opposing legislation unless at the request of all interested 
parties or when necessary to secure a more efficient administration of the 
Department. 

It is quite embarrassing to be obliged to sit in judgment upon some legisla- 
tion initiated by you, which at the time seemed sound and purposeful, but 
which on account of a change in conditions you later find, you must reverse 
yourself 


Rulings on Administrative Procedure 


I think the author of the paper under discussion and myself are in accord 
on the general proposition of the need of uniformity of rulings, but from 
my interpretation of his argument, he would have rulings on fundamental or 
basic principles in insurance, while we take the position that the rulings and 
decisions which the Department should promulgate are those affecting the ad- 
ministration of the Department in supervision of the insurance industry under 
existing laws. 

Illustrative of what I am trying to say, on several occasions within the past 
few months we have been obliged to rule on questions that arose in under- 
writing, which for me were difficult, and when through the only medium of 
which I know to obtain the rulings of other departments (and I refer to the 
Weekly Underwriter), I found discussions and decisions of other commis- 
sioners under similar facts and laws, it was like an oasis in the desert. I 
want to say now that I am not speaking for the Weekly Underwriter, but I 
understand that paper has been coming to the Department In bulletins for a 
number of years and the Department has been binding them up into. vol- 
umes, and I want to say that they have been a source of a great deal of benefit 
to the Superintendent of Insurance at various times. It adds greatly if, when 
you are trying to solve some of the difficult problems, to find that others 
share your opinion, and it’s a mighty fine thing to check what might be too 
hasty action, to find there are others who disagree with you on the point at 
issue. 

There are so many questions arising from day to day in the supervision of 
this great business, that it is indeed strange that there has been no concerted 
action taken to collate and publish in digest form similar to published digests 
of court reports and decisions. Such a work would not only be of invaluable 
aid to every insurance department in the country, but of great value to the 
companies, the agents and the insuring public 

Most of the States have an agents’ qualification law, and it would seem that 
what would qualify one to be an agent in Ohio should likewise qualify him 
to be an agent in Oregon or elsewh We have recently written to the in- 
surance departments of the States having agents’ qualification laws, and trom 
reports already received it is astounding to learn the diversified and varied 
views taken as to what should qualify an agent to write insurance. I am not 
unmindful of the fact, however, that much of this condition arises because of 
different conditions existing in different localities, and under different laws 
but it would seem that the factors of definition of insurance agent, age. citi- 
zen or resident, occupation, education, reputation for honesty, knowledge of 
the insurance laws, etc., should have equal application in all jurisdictions 


No Definition of ‘Suitable’ Agent 


Under the Ohio qualification law we have the unique discretion lodged in 
the Superintendent of Insurance to appoint “suitable” persons to be agents 
but so far as I have been able to determine, no court has attempted to define 
the limits of that discretion as embodied in that word—suitability. The re- 
sult is, that in Ohio we have quite a large list (varving somewhat with the 
moods of the Commissioner) of “unsuitable for insurance agents. It would 
be quite a relief, and service worth while, to have the reaction of coimmis- 
sioners on similar questions recorded in a digest of “Departmental Rulings.” 

Not only would a uniform system of promulgation of rulings be of great 
aid in the administration of the office, but would be of invaluable aid to the 
insurance companies, many of which are licensed to do business in prac- 
tically all of the States, if on questions of common interest, and common 
procedure, uniformity existed in the several insurance departments of the 
States. As it is, each State has diflerent rules and requirements, which neces- 
sitate increased cost to operate, and to provide the same kind of a contract 
for the policyholder, whether he lives in Maine or California 

The foregoing are only a few of the factors which, in my opinion, might 
be made of uniform application in qualification of agents, and of correspond- 
ing benefit to all parties concerned, but more important than this would be 
the promulgation of uniform rulings in the administration and supervision 
of the insurance laws of similar provisions and purposes of the different 
States 

I fully appreciate the difficulty of making practical the system of uniform 
rulings, owing to the ever-changing personnel of this organization, but I am 
firmly of the opinion that some concrete constructive action should be taken 
by this organization that would estabiish on a permanent basis the collation 
and perpetuation, the best thought of men and women who are striving to 
supervise, stabilize and maintain the greatest business on earth. (Applause.) 

PRESIDENT READ: With the Secretary I assume equal responsibility for 
assigning Commissioner Warner, and I know you agree we made no mistake 

Further discussion will be deferred until Thursday morning. 

The meeting adjourned at 12 o'clock 


Executive Session, Tuesday Afternoon, 


September 15, 1931 


The meeting convened at 2:15 o'clock, Presiaent Read presiding. 

It was moved and seconded that a committee of three, consisting of J. I. 
Reece, Tennessee; H. A. Joyce, Maryland; H. O. Fishback, Washington, pre- 
pare a telegram to be sent to the Attorney General of the District of Columbia 
regarding a receivership for the National Benefit Life Insurance Company. 
The motion was carried 

It was moved and seconded that in view of the absence of the Chairman 
of the Executive Committee, Honorable Dan C. Boney, of North Carolina, 
the President, Mr. Read, be requested to act as Chairman of the Executive 
Committee and call a meeting of said Committee for Thursday, Septembe: 
17. The motion was carrted. 

The meeting adjourned at 4:45 o'clock. 


TUESDAY AFTERNOON SESSION, SEPTEMBER 15, 1931 


The meeting convened at 4:45 o'clock, President Read presiding. 

PRESIDENT READ: We will now convene in regular session. 

COMMISSIONER HOWARD P. DUNHAM (Connecticut): In the early days 
of this Convention we have welcomed anything in the line of conservation, 
and I have a resolution here which I would like to offer. For the past few 
years there have been so many automobile fatalities that I think this body 
should take some recognition of the wonderful work that the insurance com- 
panies are doing at the present time and urge them to make further effort in 
that respect. Thirty-five thousand people were killed last year as the result 
of automobile accidents. 

I offer the following resolution: 

The Insurance Commissioners Convention recognize the adverse effect which 
the constantly increasing frequency and steadily growing severity of auto- 
mobile accidents, together with the trend toward larger and larger demands 
for damages, is having upon automobile liability and property damage in- 
surance through 

(1) Making the cost of such necessary protection higher for the public 
from time to time, 

(2) Making it more difficult for the companies to keep this impertant 


branch of the casualty business so balanced that future solvency of com- 
panies will not be threatened, and 

(3) Making the line more difficult for agents to handle satisfactorily to 
their clients and companies and themselves. 

The Convention further recognizes the seriousness of the automobile ac- 
cident problem throughout the Nation and that many persons, including 
National and State Governmental officials, as well as heads of business en- 
terprises and private individuals, are devoting much time and energy to pro- 
mote the safe use of streets and highways, and 

Further recognizing the fact that annually at the present rate 35,000 per- 
sons are being killed and more than a million are being injured in automo- 
bile accidents and that the loss of life and the damage to property resulting 
from automobile accidents is costing annually two billion dollars, or four 
times the yearly property loss from fire, therefore, be it 

RESOLVED, That the Insurance Commissioners Convention in session at 
their annual meeting in Portland, Oreg., go on record as endorsing the as- 
sistance now being given by many imsurance organizations and companies in 
the promotion of highway safety, and that the Convention commend such 
activities as well as the promotion of safety by our governmental officials 
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either State or National, and that it be the sense of the Convention that 
greater activity is still needed in the interest of automobile aecident. prevention 
if any appreciable reduction is te be made im the loss of life and limb, and 
be it further 

RESOLVED, That the Commissioners assembied in Convention encourage 
the imsurance companies and the agents affected by the automobile accident 
situation to still further expend both their individual and collective efforts 
to the end that Jives may be saféguarded and that our streets will become 
far more safe for the use of both drivers and pedestrians. 


A motion was made and seconded that the resolution be adopted. 

PRESIDENT READ: It is moved and seconded that the resokrtion be adopted. 

The motion wag put te a vote and carried. 

PRESIDENT READ: What is the further business of the Convention? 

_ COMMISSIONER W. A. TARVER (Texas): Hf there is no further business, 
since it is getting late, I move we adjourn. 

PRESIDENT READ: If there is no further business we will stand adjourned 
until Thursday merning at 16 o'cloek. 

The meeting adjourned at 4:55 o'clock. 


THURSDAY MORNING SESSION, SEPTEMBER 17, 1931 


The meeting convened at 16:15 o’clock, President Read presiding. 

PRESIDENT READ: Referring back to the paper of the Superintendent 
of New York presented here Tuesday morning, discussion of that paper by 
the Superintendent of the Distriet of Columbia was deterred until this morn- 
ing. Before the floor is given to Commissioner Davis, Mr. Schuppel, Chairman 
of the Entertainment Committee, desives to make one announcement. 

Announcement by Mr. Schuppel regarding entertainment. 

PRESIDENT READ: Superintendent Davis will now discuss the paper of 
Commissioner Van Schaick. 

SUPERINTENDENT HERBERT L. DAVIS (District of Columbia): It has 
very properly been stressed by Commissioner Van Schaick that rate-cutting 
and rebating have flourished as nefarious practices and are inseparably con- 
nected with investment schemes which developed to such large proportions 
during the height of our prosperity. it is reasonable to believe, and it fs wise 
to believe, and most people do believe that tir: year 1932 will be in every way 
better and more prosperous tham the year 1°31. Mere exposure to knowledge 
does not create wisdom. In fact, the frank admission of one’s ignorance has 
often proved to be the veritable stepping store to wisdom. Everyone is capable 
of profiting by the unfortunate experiences of others, yet it has been said 
that “Experience cannot be procured on the bargain counter,” indicating that 
experience is one commodity that is not subject to acquistion through cut- 
rate or rebating. 

Honorable Jess Read, the distinguished President of this Convention has 
admonished us “to do the best you can, with what you have, where you are.” 
The talented, observant Commissioner of Connecticut, Honorable Howard 
Dunham, tells us “that twisting polietes and rebating, like the poor, are always 
with us.” True optimism, faith in our imstitutions, faith in the present, and 
faith in the future tell me that we, who are charged» with public duties and 
occupy the combined Temple of Justice and Insurance should make and keep 
that temple clean and wholesome, and not suffer strangers to do the house- 
cleaning. 


‘ . . 
Mortgage Loans of Insurance Companies 


The tide has turned and prosperity has its hand outstretched and ready 
to knock at the door, and will surely enter if we but heed the signal, instead 
of hearkening to cowardly fear. Now, let us fully eradicate a potent invest- 
ment evil, which fattened and grew opulent during our proseprous years, 
and has provén a terrific burden during our lean days. 

Reference is specifically made to conditions affecting the extensive loans 
made by insurance companies on improved realiy, wherein fraudulent ap- 
praisals heve resulted in the loss of many millions of dollars during the recent 
past, especially to life insurance companies, the largest group of lenders on 
improved real estate. Policyholders eveniually pay thes: heavy, avoidable 
losses. Thus. it is urgent amd necessary that effective worl be done to acquaint 
executives of insurance companies, passing upon mortgage loans, that a vast 
difference exists between slipshod work and dependable structual details, 
combined with high grade materials. 

Experience proves that not infrequently loans are based upon the size of 
the buildings rather than upon their quality. In several instances, applicants 
for loans who inform the loaning officers of the amo wt which they expect 
to pay, based upon specifications requiring matcria!s harmoniously selected 
for long service and hard wear and low upkeep. have been advised to go to 
other architects or to obtain bids from other contractors, naming in each 
instance individuals, firms or corporations that have either designed or built 
structures of similar size, but at lower eost. Loanineg officers have im this 
manner actually demanded shoddy and cheap construction, thereby creating 
short-lived collateral for their loans. As a result, when they have had to 
foreclose, they have taken back buildings requiring constant repairs and 
costly upkeep. Furthermore, by promoting shoddy buildings, they have found 
it necessary, vear after year, to lower the loaning percentage. 


Advantages of Good Construction 


It will take considerable effort to educate all insurance institutions te con- 
sider favorably, structures having built-in quality, honest value and materials 
seleeted for long life and low upkeep. Such structures, however, maintain 
their income levels and prestige ever a sufficient number of years to amortize 
their erection cost, while the shoddy types, which they have been promoting. 
go te pieces and demand heavy upkeep expense, the obsolescent charges and 
adjustments being in many instances highly extortionate. 

The imsurance executives and the general public should be informed of the 
high eventual-cost of low initial-cost materials. Architects, generally, have 
been learning by experience that it is folly to specify short-lived materials, 
equipment, etc., in ortter to obtain low initial-cost buildings, except in the 
case of temporary structures. . 

Many producers of building materials make shoddy products for no other 
reason than to meet price competition. This condition has been engendered 
by the speculative builders whose responsibility ends with the sale of the 
completed buildings. 

The downward trend in the securities market has seriously affeeted the 
plans of many life insurance companies with respect to adequately protect- 
ing the beneficiaries of subsisting imsurance contracts. ‘Today there is 
momentum in the well-matured program outlined by such reeognized leaders 
a Clyde A. Mann, Director of Certified Building Registry of New York, to 
whom the speaker is deeply indebted for technical advice incident to the 
solution of many problems confronting the speaker relative to financing and 
managing very extensive building eperations, in his capacity as Federal re- 


ceiver. The results accomplished by Walter Stabler, while Comptroller of the © 


Metropolitan Life Insurance Compeny, in demanding honest workmanship 
and sound building materials, are worthy of especial mention. Thereby 
Mr. Stabler abundantly safeguarded the loans of his company and mate- 
rially contributed toward lessening the waste, the distress, the substitutions 
and fraud which were so rampant during our most prosperous days, now, like 
an incubus. strangling the building industry and injuriously affecting the 
stability of insurance loans upon improved realty. 

Home buyers by many thousands have been made the vietims of poor 
constructien or houses bought of speculative builders, many of them realtors, 
and permanent disillusionment of millions of otr people has been the result 
of the eontinued saje of houses which “broke the backs” of their buyers. 
The Associated General Contractors of America made it the first business 
of its Planning Committee to point the ways by which confidence of the 
public may be restored in both the buildings and building bonds and mert- 
gages which have been issued. It was found that the same remedy needed 
for dwellings also was needed by larger buildings which failed to have ade- 
quate enginecring and arcnitectural service and were “starved” of the good 
materials, equipment and workmanship which are needed for substantia] 
structures. 


Existing Situation Now Recognized 


Today there is insistent demand, which is born of the needs, as now rec- 
ognized not only by the public, but by most of the large imsurance mortgage 
lenders as result of the foreclosure scourge, and also by the Insurance Ceém- 
missioners who supervise the investments of the life insurance companies, 
as well as the mortgage guarantee companies. The subject of “structural 
assuranee.” and.the importance to the lenders, as- well as the public, of 
closer knowledge of structures under mortgages is. worthy of serious study 
and consideration alike by members of this convention and the insurance 
executives of our country. If there has been indifference on the part of 
divectors of life insurance companies to their responsibilities to the 70,000,000 
policyholders to insure good construction for the protection of the policy- 
holders, and others, as well as for the safeguarding of the mortgage imvest- 
ments made by the life insurance companies, it is in a fair way to clearer 
recognition. In such highly organized institutions as life msuvance compa- 
nies the recognition is the major need; correction of mistakes of the past 
may then be eonsidered well om the way. 

Tife insurance companies, by the vastness of their mortgage investments 


and by their leadership in social benefits, are expected to set new standards 
in mortgage loam practices in which “structural assurance” is an obvious 
factor. There has not been such precise knowledge about structures wnder 
mortgages as there commonly is regarding the title to the realty. 

The classification of dwellings and other buildings advocated by men like 
Mr. Stabler, their grading, according to ascertained facts, has a promising 
parallel in the shipping world, for ships have been so classified for 150 years, 
and the results have been beneficial to owners, lessors, lenders and under- 
writers. In fact, ships are today far more nearly liquid assets as result of 
rating their quality, and the average standards of qualty have been raised 
amazingly as another result. 


Overvaluation From Improper Appraisals 

The rule of “caveat emptor” which has prevailed with regard to improved 
real estate worked a similar hardship to shipping interests until means were 
provided to protect the buyer. 

Structural assurance provides an aid to accuracy of appraisals by provid- 
ing precise and complete information as to the structural merit. With such 
accepted basis the vagaries of appraisals which have been the means of 
overfinancing in many billions of dollars during recent years would have a 
checkmate. Many appraisers do not attempt te examine into the details 
of construction, and yet those details determine the sustained gross income, 
the maintenance costs and the operating expense. 

Codes for rating other types of buildings than dwellings—with the factors 
essential to each type duly weighted by committees composed of engineers, 
architects, building managers and lenders—make possible the analysis of 
Structural merit and the expression of that merit in sound classifications, 

The work of structural rating already done will shortly result in a eom- 
pleted organization whose governing board, like the Committee of Lloyd’s 
Register of Shipping, will be made up of men of various viewpoints and ex- 
periences in relation to buildings and men of outstanding reputations in 
their respective lines, for integrity of high purpose, as well as competence 


‘and vision. Such adequately equipped specialists will represent architects, 


engimeers, contractors, property managers, fire underwriters, and realtor- 
builders. 

Authority—from the practical use of the best knowledge available from 
authoritative quarters deahng with standards—integrity and impartiality are 
the essentials of acceptable classification of buildings. ¢Applause.) 

PRESIDENT READ: Is there any further discussion of the paper» Is the 
Deputy Commissioner of Pennsylvania in the room. Mr. Daley? De you 
desire to appear in behalf of Mr. Armstrong, Mr. Daley? 

MR. J. A. DALEY (Pennsylvania): No. 


Permanent and Total Disability Bene fits 


PRESIDENT READ: Coming now to the Thursday morning program: The 
first topie of discussion is “Permanent and Total Disability Coverage in Life 
Policies,” by the Honorable Garfield Brown, of Mimnesota. ‘Applause.) 

COMMISSIONER GARFIELD W. BROWN (Minnesota): 

So much has been said and written Mm recent months with reference to 
the permanent and total disability clause im life contracts, and so many 
suggestions have bcem advanced as to modifications of the contract designed 
to restrict or limit this coverage so as to reduwee or entirely eliminate the 
underwriting losses admittedly chargeable to this class of business, that the 
question may well be asked “Why should this Convention concern itself with 
a problem which the life companies are presumably capable of solving for 
themselves—which they are making every effort to solve—and which has 
now reached an acute stage requiring prompt solution?” 

Whether or not we should concern ourselves with this question, the fact 
remains that since 1916 this Convention has had the matter up for serious 
diseussion from time to time, and at the Toronto meeting two years ago 
practically committed its members to a certain responsibility in connection 
with its solution. 

It is rather interesting to note that when this coverage was in its infancy, 
when the laws of many States prohibited. or at least failed to expressly 
permit if, and when the first attempts were being made to popularize it, the 
arguments used by its opponents were almost identical with those now adopted 
by many of its former advocates who have since joined the opposition. 

For instance, at the 1916 Convention one of the Commissioners made the 
following statement: 

“Life imsuranee has attaimed the great popularity that it now enjoys very 
largely because of the certainty of the contraét. To introduce into the life 
contract features that are productive of controversy will just as surely have a 
bad inffuence om the business. The line of imsurance most productive of 
question amd comtroversy is the health and aceident branch. This is not due 
to less ability, integrity, or honesty of purpose on the part of those engaged 
in this line of business, but it is inherent im this particular class of insurance. 
When a provision for health and aecident coverage is incorporated in the life 
contract, the health and aecident feature is not raised te the level of the life 
contract, but the life contract is brought to the level of the health and aeci- 
dent business; in other words, 2 comtract ic no more certain than its most 
uncertain feature. Ef the health and aceident contract, standing alone, is 
productive of controversy, it will, when incorporated in the life contract, 
make that contraet equally a subject of controversy.” 

In 1924 another Commissioner expresseet himself wpon this subject im the 
following language: 


Prior Action of Convention Reviewed 


“My primary object in bringing the matter ef total and permanent disability 
provisions of life policies and supplementary contracts before the Convention 
at this, time is to secure the assistance and criticism of the Convention in the 
preparation of proposed legislation which eliminates the ineonsistencies of 
the law on such provisions and remedy the present practice of paying for 
temporary disabilities. Obviously, these inconsistencies and these undesirable 
practices exist because of a common failure of appreciation that life insurance 
and health and accident insurance are distinct and different kinds of insur- 
ance, and that health and accident insurance is not partial life insurance.” 

A year later the Convention adopted the following resolution: 

“(6) That the Committee has adopted and makes as its report, the report 
of the subcommittee on the question of eliminating the total and permanent 
disability benefits in life msurance polaetes, and reports as follows: 

“Whereas, so-called total and permanent disability benefits in life insurance 
policies have shown a tremendous development in recent years in both 
liberality and volume of new business and have gone far beyond anything 
that could have been anticipated at the time when the first total and perma- 
nent disability benefits were introduced im life policies: 

“Whereas, such benefits may meet a definite social_need today and appar- 
ently have some advantages over similar benefits contained in noncancellable 
accident and health policies; 

“Whereas, there are no standard policy provisions for such disability benefits, 
and some companies apparently are granting benefits which are entirely too 
liberal on the basis of the rate now charged; 

“Whereas, there appears to be need for uniform regulation of total and 
permanent disability benefits included in life policies: 

“Whereas, so-called double and triple indemnity benefits which are in the 
nature of aceidenial death benefits are included in life policies; 

“Now, therefore, be it resolved, That a Special Committee of the National 
Convention of Insurance Commissioners be appointed to investigate and report 
on the following matters in connection with total and permanent disability 
and accidental death benefits imcluded im life policies and te formulate any 
recommendations which may be necessary or desirable for the purpose of 
improving underwriting conditions, improving and elarifying policy provisions 
arel giving better service—to the policyholders. 

“A. The advisability of formulating standard provisions for so-called total 
and permanent disability benefits. 

“B. The advisability of prescribing reasonable restrictions under which such 
benefits can be included im life policies. Seme of the points involved are 
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minimum waiting periods, adequate rates and proper reserve basis, non- 
forfeiture values, maximum surrender charges and divided distribution. 

“C. The advisability of frankly recognizing such benefits as noncancellable 
accident and health insurance, 

“D. The advisability of permitting or probibiting double and triple indem- 
nity and other accidental death benefits in life insurance policies.” 


and a special committee was appointed to consider and report upon the 
matter. 

Although this committee failed to take any action and was finally dis- 
charged in 1927, the subject was resurrected in December, 1928, when Mr. 
Linnell of Massachusetts offered a resolution reacing as follows: 


Resolution Offered in 1928 


“Resolved, That ‘present conditions resulting from the writing of dis- 
ability benefits by life insurance companies are such as to require immediate 
action by the National Convention of Insurance Commissioners. Competition 
has been the sole agent in the development of the disability benefit from a 
relatively unimportant position in the life insurance contract to one which 
overshadows the principal benefit itself. The addition of the so-called 90 
Day Clause has destroyed the significance of t6tal and permanent disability. 
As a result temporary disabilities of very limited periods are now covered and 
life companies are largely engaged in the writing of noncancellable health 
and accident benefits. Large and persistent losses in surplus are being 
experienced, a condition which Insurance Commissioners will soon be asked 
to explain particularly in the case of mutual companies. The dating back.of 
claims and the diversity of practice in handling the disability benefit by dif- 
ferent companies has made it impossible to establish a sound actuarial basis 
for the calculation of adequate premiums and reserves. Moreover, an increase 
in rates for a fundamentally unsound underwriting proposition can be no 
cure for the situation inasmuch as experience in such cases shows that the 
claim rate rises faster than the corresponding increase in premiums. Where 
increases in premiums have been made companies have granted other con- 
cessions that have nullified the value of the increase in rates. Under similar 
conditions the Convention has never been able to find a proper basis for the 
calculation of premiums and reserves by accident and health companies 
writing noncancellable policies. The situation as regards disability benefits, 
if allowed to continue, will have the same unsatisfactory result. We believe 
that both of these problems could be solved by the Convention in prescribing 
# uniform benefit clause, or some standard provisions under which the benefits 
may be written. Many of the life conipanies have given this matter serious 
consideration, and we believe that a majority of these companies would wel- 
come the necessity of the adoption of a uniform clause based upon conserva- 
tive lines. The adoption of such a clause would develop a disability experience 
that could be used as a safe guide for the future. As a basis for possible 
standard provisions for the total and permanent disability clause in life 
insurance policies, we suggest the following: 

1. Waiver of premiums and monthly income benefit equal to 1 per cent of 
the face amount of insurance. 


2. Limit benefits to disabilities occurring before the age of 60. 

3. Cover any total disability lasting six months, income benefits to accrue at 
thre end of six months, no payments during the six months’ period. 

4. Premium waiver benefit to accrue from commencement of disability. 

5. Income benefits not to be dated back for a period exceeding six months 
before approval of claim. 

6. Define total disability as inability to perform the duties of any occupation. 

7. No increase in monthly benefits from the unit amount of 1 per cent of 
the face amount of insurance and no increase in benefits if disability results 
from accident.” 

The question being thus again forcefully presented to the Convention, this 
body finally took action, directing the President to appoint a committee of 
five Department actuaries to work with a like committee previously selected 
by the companies, with instructions to investigate and report as to the advisa- 
bility of adopting standard disability provisions. This committee rendered 
the following report at the Toronto Convention in 1929: 


Standard Provisions for Total and Permanent Disability Benefits in 
Connection With Life Policies 


“Total and permanent disability provisions of contracts of life or endow- 
ment insurance (including term) and annuities (other than contracts of 
industrial or group insurance or group annuities), whether contained in the 
policies or i supplementary contracts, issued after Jan. 1, 1930, shall satisfy 
in substance the requirements set forth below: 

In construing these requirements: 

‘1) Waiver of premium includes refund of waived premiums if paid. 

(2) The term “incomie payments” means monthly payments made in addi- 
tion to waiver of premium and 4ll benefits otherwise provided by the contract. 

(3) The term “disability benefits” means waiver of premium, or both waiver 
of premium and income payments, whichever may be specified in the provision. 

(4) The term “maturity” means, in the case of endowment poficies, the date 
at which the policy becomes payable as an endowment, and in the case of 
deferred annuities, the ddte on which payment of annuity commences. 

(5) The term “age 60” means either actual or rated age 60 of the insured 
or the policy anniversary nearest thereto as may be specified in the provision, 
and the term “age 65” shall be similarly construed. 

“1, The following provisions are prescribed: 

(1) That total disability is incapacity (resulting from bodily injury or 
disease) to engage in any occupation for remuneration or profit. 

(2) That total disability which has been continuous for a period specified 
in the provision (not less than four months nor more than one year) shall 
be presumed permanent. 

(3) That written notice of claim must be given to the company (a) during 
the lifetime of the insured, and (b) during the period of disability. Failure 
to give notice within the time provided in the policy shall not invalidate any 
claim if it shall be shown not to have been reasonably possible to give such 
notice and that notice was given as soon as was reasonably possible. 

(4) That if total and permanent disability is established as required by the 
provision, any premium or installment thereof which fell due during such 
total continuous disability and during a period specified in the provision (not 
less than six months) immediately preceding notice of claim shall be waived. 

(5) That if total and permanent disability is established as required by 
the provision, which began after the due date of a premium or installment 
thereof in default, but not later than the last day of grace, provided such due 
date was within a period specified in the provision (not less than six months) 
immediate preceding notice of claim, disability benefits shall be allowed as 
if the default had not occurred, but the insured shall be liable for the premium 
in default with interest thereon, if any. 

(6) That Any dividends which would otherwise have become payable during 
disability shall be allowed as though the disability had not occurred, unless 
an annuity is provided as permitted by Paragraph 12 hereof. 

(7) That upon recovery of the insured from total disability, disability bene- 
fits shall cease and premiums or installments thereof becoming due after 
such recovery shall be payable. 


Permissible Provisions Enumerated 


“II. The following provisions are permitted: 

(8) That the entire and irrecoverable loss of sight of both eyes or the sever- 
ance of (or alternatively, the entire and irrecoverable loss of the use of) both 
hands or of both feet, or of one hand and one foot, shall be deemed total 
disability. 

(9) That disability occasioned by certain risks or hazards specified in the 
provision shall be excluded from the coverage. 

(10) That the disability provision shall be canceled or modified in the event 
of the marriage of the insured if the insured is a female. 

(11) That disability benefits shall be payable either to the insured or 
to a beneficiary. 

(12) That in lieu of income payments, there shall be payable an annuity 
certain for a period of not more than 10 years, the present value of which 
shall be equal to the amount of insurance, but that upon recovery such 
annuity shall cease, and the insurance shall be restored at a proportionate 
premium for an amount equal to the present value of the unpaid installments. 

(13) That in the case of endowment policies or deferred annuities income 
payments shall be made during the continuance of disability after maturity, 
provided disability occurred prior to maturity and prior to the insured’s 
attaining age 60. 

(14) That in the case of endowment policies or deferred annuities matur- 
‘ne at an age not greater than 65, disability benefits shall be allowed up to 
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the date of maturity, in case the disability occurred after the insured at- 
tained age 60, but before the date of maturity. 

(15) Any other provision not inconsistent with these requirements which 
may be necessary to the efficient administration of the coverage provided and 
the protection of the interests of the insurer or the insured. 

“The intention is to permit, among others, provisions such as the following: 

(a) That proof of disability shall be made at the time and in the form 
and manner as specified in the provision. 

(b) That the insurer may require proof of continuance of disability, includ- 
ing examination of the insured by the insurer at reasonable intervals. 

(c) That the insured may not convert the policy to a higher premium plan 
during continuance of disability. 

(d) That the insured may not change the mode of premium payment during 
the continuance of disability. 

(e) That proportionate reduction of income payments, accompanied by re- 
turn of premiums paid on the amount of such reduction, may be made in 
case the aggregate monthly amount payable to the insured on account of 
disability exceeds the percentage specified in the provision (not to exceed 
100 per cent) of monthly earned income at date of disability, or alternatively 
at date of application. 


Certain Provisions Prohibited 


“III. The following provisions are prohibited: 

(16) That disability benefits shall be allowed jor disability other than that 
denied as total and permanent by Paragraphs 1, 2 and 8 hereof. 

(17) That disability benefits shall be allowed for disability commencing 
after the insured has attained age 60 ‘(except in accordance with Paragraph 
14 hereof). 

(18) That the face amount of insurance shall be reduced by the amount of 
any disability benefits (except in accordance with Paragraph 12 hereof). 

(19) That in the case of life insurance policies the monthly income pay- 
ment shall exceed 1 per cent of the face amount of insurance ‘exclusive of 
additional accidental death or pure endowment benefits). s 

(20) That in the case of deferred annuitiés with maturity at age 70 or 
earlier the monthly disability income payment shall exceed one-twelfth of 
the annual annuity or in the case of deferred annuities with maturity at a 
later age a monthly income disability payment shall be allowed. 

(21) That income payments shall be made for any part of the first three 
months of total disability or for any fractional part of a month thereafter. 

(22) That income payments shall be made retroactive for a period of more 
than one year prior to written notice of claim to the company or in any case 
for any part of the first three months of total disability.” 

I might say that at that time in Toronto and since that time this Conven- 
tion has been accused in some quarters of attempting to assist the life com- 
panies in getting hold of the bear’s tail. That is about the only expression 
I think that illustrates the situation. They say the life companies have 
placed themselves in difficulties and they were trying to help, and whatever 
we did was attempting to get them out of the difficulties in which they have 
placed themselves. In my judgment it is one of the duties of the individual 
Commissioners and this Convention when any company has found itself in 
difficulties whereby the policyholder’s interest is to be protected, to do so, 
because in so doing we are helping out a great mass of policyholders through- 
out the country. 

After some argument centering largely around the prescribed definition of 
tdtal disability and after so amending it as to provide that the necessary 
reserves for this coverage be set up by the carriers, the report was adopted. 

The so-called standard provisions thus endorsed by the Convention were, 
of course, ineffective as to any particular State until adopted through legis- 
lative act or departmental ruling, and many of the Insurance Commis- 
sioners promptly issued formal rulings, withdrawing approval of policy forms 
previously filed and notifying carriers that after July 1, 1930, none would 
be approved unless they contained the standard provisions. 

As a result of this action by the Convention and the individual commis- 
sioners, and in spite of the fact that it was generally understood that some 
carriers might ask the courts to determine whether they were legally bound 
to adopt the prescribed definition of total disability (a contingency which 
has since come to pass with some degree of success recorded in favor of the 
objecting companies) yet it seemd to be generally accepted that something 
substantial had been accomplished towards curtailing the careless under- 
writing of Wisability insurance; something tending to stop the enormdus 
losses attributable to this class of business; something which might place 
disability coverage on the same high plane which life insurance (unadulter- 
ated) had occupied for so many years. 


Results Described as Unsatisfactory 


However, results to date have utterly failed to justify the optimistic proph- 
ecies of two years ago. Underwriting losses have continued, the class of un- 
desirable “pensioners” has increased enormously, while controversies between 
companies and assureds as to the interpretation of the disability contract 
have not subsided to any appreciable extent if at all. Insurance Commis- 
sioners are still compelled to explain to disgruntled policyholders the differ- 
ence between total and permanent disability on the one hand and accident 
and health insurance on the other; to listen to the oft-repeated wail that 
the agent who sold the contract represented it as the latter; and to ad- 
monish assureds to do—what we alt know is seldom done even by the insur- 
ance intelligentsia—viz., to read their policies before filing them away for 
safekeeping. That life insurance suffers by reason of such controversies 
may be accepted as axiomatic. ° 

Some of the losses of the last two years may be attributed to a rathei 
startling sales policy adopted by many of the carriers during the first six 
months of 1930. It was generally assumed—at least by the uninitiated—that 
the first six months of 1930 would show a marked decline in disability under- 
writing, that agents would receive specific instructions to stress life insur- 
ance during that period and forget disability, particularly as the companies 
were then promulgating rates effective as of July 1 which would presumably 
prove adequate. 

But again the prognostications of the unsophisticated miscarried. Dis- 
ability was universally stressed as never before, and insurance prospecis were 
urged to “get in under the wire,” to load up with disability coverage before 
the rates went up, thereby gorging the companies with the unprofitable busi- 
ness complained of. 

I can’t help but feel that the comparative reduction in new business written 
during the last six months of 1930 was due not entirely to the depression 
as claimed by some, nor to the fact—if it is a fact—that the first six months 
of every_year are better from a production standpoint than the last, but 
largely the fact that producers in general had practically exhausted thei 
list of prospects by loading them up with disability insurance—with life in- 
surance thrown in. 

However that may be, the fact remains that disability insurance as now 
written is a thorn in the flesh of most life companies and that a real effort 
is being made to remove it, even though a major operation may be required 

Some of the proposals most commonly offered to remedy this situation are 
as follows: 

1. To exercise more care in underwriting. 

2. To cut monthly benefits from $10 to $5 per $1,000 of insurance 

3. To stop disability payments at age 60 or 65. 

4. To lengthen the waiting period from four to six months. 

5. To limit coverage to cases where disability occurs before a certain age— 
say 55. 

6. To adopt a pro-rating clause aimed to prevent an insured from obtain- 
ing benefits in excess of his average income over a period of two or three years 
next preceding disability. 

7. To cease writing disability coverage except in so fay as waiver of pre- 
mium is concerned. 


Proposed Remedies Analyzed 


The universal adoption of any one of these proposals would undoubiedly F 
yeduce disability underwriting losses in some degree. 

More careful underwriting ‘Pro. 1) would undoubtedly eliminate some of 
the potential “pensioners.” In fact, many of the companies have already 
taken steps to improve underwriting practices and have given their agents 
instructions to cease stressing disability coverage and to concentrate upon 
the sale of life insurance. ° 

A reduction in benefits ‘Pro. 2) would be equivalent to a further increase 
in rates and would undoubtedly result im an adverse selection against the 
companies. The prospective “pensioner” would be compelled to double his 
disability coverage in order to live the life of ease and luxury which he had 
planned, but the average honest individual seeking protection against un- 
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foreseen misfortune would be deterred from paying the price for the limited 
coverage offered. 

To cease disability payments at age 60 or 65 (Pro. 3) would compel some 
of the “perisioners” to cut ‘short their vacations at Miami or the Riviera, but 
on the other hand the average policyholder would be deprived of the pro- 
tection to which he is entitled and for which he has presumably paid. 

Extending the waiting period from four to six months (Pro. 4) would un- 
doubtedly reduce the amounts paid on short-term claims, but we are assured 
by company actuaries that it is not the short-term claimant who is re- 
sponsible for the heavy losses suffered but the long-term “pensioner.” 

Proposal No. 5 offers the same advantages but carries the same disad- 
vantages as Proposal No. 3. 

With reference to the pro rate clause (Pro. 6). it seemed to me at the time 
this matter was discussed at Toronto, and I stili feel that sufficient time 
was not allotted for discussion of this important matter. Very strong argu- 
ments were advanced in favor of the prorate clause, but time was limited 
and the speakers were compelled to curtail. their remarks, with the result 
that the proposal received very slight consideration. 


Adoption of Pro-rate,Clause Favored 


In my opinion, the adoption of the pro-rate ciause would certainly dis- 
courage the potential “pensioners” from loading up with this class of coverage 
and, on the other hand, it would encourage the recovery of the partially 
or temporarily disabled policyholders who might otherwise, through certain 
mental and nervous reactions—which the psychiatrists only can explain— 
become a permanent charge upon the company. 

If the total disability benefits payable by all companies under the prorate 
clause are limited to two-thirds or three-fourths of the insured’s average 
income over a period of two or three years preceding disability, the insured 
becomes in a sense a coinsurer, with the same self-interest in maintaining 
his health and earning power that the coinsurer under a fire policy has in 
protecting his property against fire. In neither case is there any inducement 
“to sell out to &n insurance company.” 

One objection to this clause is that it may in certain cases work an injustice 
upon claimants whose earning capacity has been so reduced through partial 
disability during the years immediately preceding total disability as to prac- 
tically wipe out all benefits under the policy. This is certainly a valid objection 
but it may not be insurmountable. 

If a disability is to continue to be written as a part of life contracts and 
if a committee of this body is to give further consideration to the matter of 
standard disability provisions, I recommend that serious thought be given 
to the incorporation therein of a standard prorate clause. 

Proposal No. 7 involves major operation which, if performed, will remove 
the source of infection and relieve the patient of the numerous minor opera- 
tions suggested by various consultants. Personally, I favor the operation. 

In my judgment, the only way this can be accomplished (dropping now the 
medical simile) is through the concerted action of all, or at least the larger 
proportion of life companies. Whether this is feasible, is not for me to say. 
Certainly this Convention has no power, nor have individual Commissioners, 
to take such drastic action. We can consider the merits of the proposal, open 
up our meetings as a foruin for discussion, and make recommendations one 
way or the other, but that is all. 

It is for the companies to say whether they are willing to forego a certain 
portion of their business, carrying a substantial premium income—business 
which, however, up to the present time has not paid its own way—in order 
to stop unnecessary losses; reduce controversies, misunderstandings, litigation, 
and in order to reestablish life igsurance in the minds of the public as the 
most dependable of American institutions. 


Losses on Disability Last Year 


‘In discussing this subject I have purposely refrained from quoting figures. 
Whether 142 life companies made $13,000,000 last year on disability coverage, 
while 145 companies lost $52,000,000, is not so important to us as Commissioners 
(conceding that these losses would not affect the solvency of any company) 
as is the fact that these losses are necessarily paid—at least in the case of 
participating companies—by numerous innocent policyholders who are in no 
way responsible for the companies’ unfavorable experience. 

In closing, let me say that I do not expect my views to coincide with those 
of agy considerable number of our members; my only hope is thatgwhatever 
discussion may follcw will result in keeping this important matter before the 
proper Convention committee for future deliberate consideration. (Applause.) 

PRESIDENT READ: Discussing the paper presented by Commissioner 
Brown, Deputy Insurance Commissioner W. E. White, of West Virginia, will 
speak. Mr. White. (Applause.) 

DEPUTY COMMISSIONER W. E. WHITE (West Virginia): Mr. President 
and Gentlemen of the Convention: It is always with some trepidation that a 
Deputy Commissioner takes the place of his chief upon the program. I have 
read the paper of Commissioner Brown with a great deal of interest, and I 
got it in time, Mr. Brown. But while I was Waiting for thak paper and won- 
dering why it did not come, I saw an article in the Best Insurance News 
entitled “What Price Disability?” in which it seems that the American Life 
Convention sent out questionnaires to all of their companies asking them to 
frankly state the results as to the total and permanent disability clauses, and 
the surprising result was that nearly 80 per cent of the companies reported 
that this total disability clause in life insurance policies, to put it frankly, 
was a failure and a burden upon the compahies. 

I agree with Commissioner Brown that life companies have no business to 
lower life insurance to the plane of health and accident insurance unless they 
write it separately as health and accident insurance. A large number of the Hfe 
companies doing business in my State write noncancellable health and acci- 
dent insurance in policies of that character, and I know a large life company 
that one year had a premium income of, say, $25,000 from that class of 
insurance, and their losses reported were $75,000. What was the result? 
Those life companies are no longer writing noncancellable health and accident 
insurance, even though they charge an appropriate rate therefor. And yet 
life companies are turning around and writing health and accident insurance 
in life contracts, and running the same risk of losses that they did under the 
separate contracts that they used to write. Why, the situation has grown 
so in this country that the agents of life companies are no longer soliciting 
life insurance as such, but are using total disability benefits as an adver- 
tisement to get business. (Applause.) 


Benefits Extended Through Competition 


We found companies departing from the old rule (you see I have a little 
different aspect on this situation than some of you because I have been with 
this from the beginning; I have been in the business so long), and I remember 
that when these benefits, these clauses first appeared in life policies, a man 
had to be practically dead to get any benefits’ (Laughter.) He had to be 
totally and permanently disabled for all time. But the bars have been lowered. 
One company says that they will interpret total and permanent disability to 
be the ability of a man to earn only one-fourth of his former earnings. And 
so each company tried to get a little more favorable total and permanent 
disability benefit so they could meet the competition of the other companies, 
and it has grown and grown until today it has become the burden of the 
life companies instead of a means of profit. 

Many of these companies in answer to their questions make the suggestion, 
as did Commissioner Brown, of changes that they would like to have in these 
total and permanent disability clauses. But after all, aren’t_any of these 
changes merely palliative? Wiil they be corrective? Will they solve ‘the 
question? I doubt it. Some of these companies frankly stated that they 
believed the time had come when life companies should get together and 
agree upon the abolishment of total and permanent disability clauses in life 
policies, and I am with them on the proposition. I think it was a mistake 
in the beginning, and it has grown to the extent that the mistake has become 
more and more appafent as the years have gone by. 

I remember one of our distinguished Commissioners who had been Com- 
missioner of his State for 28 years speaking on this subject at the Toronto 
meeting saying that total and permanent disability benefits in life policies 
were nothing but health and accident insurance and no life company had any 
business to write it unless they wrote it separately as a health and acci- 
dent company. (Applause.) 

We all thought Colonel Button was a little bit wild on the proposition, but 
I think he hit the nail on the heid. Now, what can we do as a Convention? 
Supposing we lengthe;t the tinie from four to six months. Will that satisfy 
the life companies? Why, bless your heart, I have had them knocking at my 
door even since we have passed this, wanting a 90-day clause, wanting a 
shorter time. Some of them, if they could get the busi:.css, would write it 
under a 60-day clause and make it temporary health and accident insurance. 
No, I don’t think the extension ef 60 days would help the situation, nor 
‘vould the cutting down to 5 per .,1t from 10 relieve the situation very mate- 
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rially. I hgve my doubt as to just how far this Convention could go on 
these questions. 

West Virginia has always been conservative. We have believed that it is 
not the policy of the Insurance Department to manage and run life com- 
panies and any other kind of companies. We do not believe it is our duty 
now to pass upon this great question that is up before us. In my opinion 
it is up to the life companies to solve these questions and to get together, 
and sooner or later they must do so. 

It reminds me of an illustration that a former Congressman from Kentucky 
gave in the halls of Gongress upon the great question as to whether the Gov- 
ernment should control the relations between capital and labor. He said, 
“Hands off this great problem! The Lord may seem to need our help, but he 
who touches it with unnecessary though loving hands may find death. Hands 
off this great problem! We only delay the coming solution and make more 
difficult the final settlement.” 

Gentlemen, doesn’t that illustrate the question before us téday? Whatever 
we do may only interfere with the final settlement. 

I thank you. (Applause. 

PRESIDENT READ: For further discussion of this paper the name of 
Honorable A. D. DuLaney appears on. the program, the Commissioner of Ar- 
kansas. AS was announced Monday morning, Commissioner DuLaney was 
taken off the train at Fulton, Ky., for an emergency operation. However, 
the Arkansas Commissioner had prepared a paper and in yesterday’s mail 
I received a letter from Mrs. DuLaney forwarding that paper with the request 
that the Commissioner of Tennessee read it. Commissioner of Tennessee, 
Joe Reece. (Applause.) 

COMMISSIONER J. I. REECE (Tennessee): Mr. President, Ladies and Gen- 
tlemen: Speaking in behalf of Mr. DuLaney, I read the following paper: 

There would not be anything in Commissioner Brown’s excellent paper to 
discuss, since he has so fully covered the subject, were it not for the fact 
that diversity of opinion must continue until the question is settled. 

Experience of the companies, actuaries and Commissioners in dealing with 
this subject is meager and relatively new compared to the long-time experience 
in straight life underwriting. Most of the troubles which now exist with 


reference to this phase of the business are the result of underwriting in the 
last 15 years. 


Insufficient Experience to Date 


I do not think that sufficient experience has yet been had that a correct 
basis can be arrived at. We have had hazards incident to motor vehicles 
longer than that incident to permanent and total disability coverage, 
and who would say at this time that he feels fully qualified in experience to 
cope, from an insurance standpoint, with the motor age? For example, take 
present conditions and recent discussions on casualty coverage. May I ven- 
ture to suggest that before 15 years have passed a similar condition will exist 
from the standpoint of aeronautic coverage. 

The Commissioner says in his paper, “However, results to date have utterly 
failed to justify the optimistic prophecies of two years ago.” I have been 
fairly familiar with the views of Commissioners, actuaries and company rep- 
resentatives upon this subject for several years, and well remember the dis- 
cussions at Toronto on the matter. Personally I did not expect or anticipate 
that this phase of the business would be thoroughly settled and the unpleasant 
experiences of the companies eliminated within this short space of time. I 
did, however, think that the unprofitable results of past unsound under- 
writing would more fully appear during this time. Expectations in that 
respect have been fulfilled. ‘ 

It is not a question of what we can do or what we are going to try to do 
in connection with the companies to change the course of the water that 
has already passed over the dam. We cannot change those contracts. 

I realize the great difficulty the committees had two years ago in under- 
taking to formulate standard provisions upon this subject. The adopted pro- 
visions were, and are, a long stride in the right direction. “It occurred to me 
then, and does now, that the provisions were not as strong as they should 
be. This is not a criticism upon anyone, for great praise is due and we are 
under many obligations to those who worked out the adopted provisions. 

Between the time of the Toronto meeting and July 1, 1930, I passed upon 
provisions promulgated by probably 100 companies. There was a disposition 
upon the part of quite a number of the younger companies, especially in 
the Mississippi Valley and Middle West, to take advantage of the statement 
of the committee and the provisions adopted by the various State Depart- 
ments, that the provisions issued by the companies shall “satisfy in sub- 
stance the requirements set forth.” . 

I mean by this that some companies undertook to make a definition of 
total disability with a different wording and different meaning to that pro- 
mulgated, and also to make other changes, claiming the right to do so on 
the ground that they satisfied in substance the requirements, and that under 
section 15 of the permitted -provisions they had a right to insert provisions 
not inconsistent, which were necessary to the efficient administration of the 
coverage. 


Insurance Companies Not Criticized 


This is not intended as a criticlsm of any company. Naturally, there is 
much diversity of opinion on this subject. We found the older companies 
staying closer with the promulgated provisions. In effect, I am trying to 
say that I think if the provisions had been made stronger than they were, 
greater uniformity might be the result. It is not my purpose to indicate 
that the Commissioners should have, or should take, the power of the big 
stick over this subject, which is one of contract between the company and 
the policyholder. Disability underwriting is certainly something separate and 
apart from life underwriting, and this is so simple as to not require dis- 
cussion. 

It has been suggested that the gains from loading, mortality and interest 
should be made to take care of the losses which must come from the past 
experienc? in this business. Probably this income will have to take care 
of the loss, but it should be apportioned in so far as dividends to policy- 
holders are concerned so that the policyholder carrying the disability coverage 
will stand the reduction in dividends. 

Many of the proposals to remedy the situation as suggested by the Com- 
missioner are very timely, but naturally, any remedy can have very little 
retroactive effect. It will be agreed that more care should be exercised in 
underwriting. Practically all of this burden is on the companies. Whether 
the monthly benefits are to be limited to $10, $5 or any other sum, as well 
as to cease writing the coverage except as to waiver of premiums, is practi- 
cally a matter of rates. Many who have bought, and will buy, this coverage, 
view it in the light of an old-age benefit as well as a protection during their 
earning period. Hence the question of cost as to whether payments shall 
be stopped at the age of 60 or 65 or at what time, must enter into the calcu- 
lation. It is my opinion that the waiting period should be lengthened. Ig 
occurs to me that a proratihg clause would assist in sound underwriting, 
provided a sufficient period of time is used in arriving at the average income. 

On business written since the effective date of these provisions the com- 
panies will have the benefit of more uniformity, and increased-rates. A suffi- 
cient period of time will have to elapse that the result of this experience may 
be determined and more properly valued. 

We are all familiar with the diversity of court decisions upon this subject, 
and we are yet to go through that phase as to the promulgated provisions. 
Many surprises may be in store for us as we read the decisions of the supreme 
courts of the various States through the years. However, all that has gone 
before and yet to come for some years is, in my opinion, a formative period 
in this phase of the business in its effect upon straight life underwriting 
(Applause.) 

Experience of Tennessee Commissioner 

COMMISSIONER REECE: I don’t wish to impose myseif upon the Con- 
vention, but having been requested to read this paper caused me to think 
about the question, and it might be of some value to present this experience 
of my own as an agent of one of the older companies some six years before 
I began my work as a Commissioner. It was a company that wrote a very 
liberal: disability contract, one of the New York confhanies, and practically 
all of my quarter of a millon or more of insurance a year was written with 
disability insurance among my relatives and friends in Tennessee, in the 
mountains of Tennessee, where they know how to get all that is coming to 
them out of insurance companies, or the Government in pensions. 

Recently the grief that came to me as an agent as a result of those dis- 
ability contracts was so great that I had my insurance rewritten without 
disability with waiver of premium only, and if I go back into*the life in- 
surance writing again after I am through with the commissionership, which 
I expect tO do, it is my intention to make a connection with a life company 
in my own State which does not write permanent total disability. (Applause.) 

I think that there is a primary duty of the Commissioners who are able 
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to gather public sentiment, to gather that sentiment and help formulate 
that sentiment for the benefit of the companies who would like to take the 
leadership in eliminating the writing of total disability in life insurance. A 
great percentage of the policyholders who have this in their contracts have 
it in there because the agents put it in and not because they do anything 
about it or want it or expect it, and in that great mass of people the com- 
panies in a few years find a number who wish to take advantage of it and 
to get into it a form of a pensian off of the companies. Then the 95 per 
cent who are wishing to deal fairly with the companies and wish to have life 
insurance not loaded down with this other hazard, have to pay the bill of 
those who are profiteering in a way, or protecting themselves at the expense 
of the companies. 

I am in sympathy with the companies but I believe we should not shift 
the burdens to the companies. The Commissioners should seek to cooperate 
with the companies to solve the question in the way of helpful information 
and forming helpful public opinion, and especially such opinion among agents. 
I believe that the agents are mistaken, and 90 per cent of the agents will 
have the same impression that I have had in my experience, that they would 
rather not have, the disability in life insurance contracts. 


Health and Accident Insurance 


This other relief has come to my attention since being Commissioner, re- 
lief to the companies. Some companies have eliminated a permanent and 
total disability contract in connection with their life insurance contract, and 
they are either writing health and accident insurance as a company or are 
affiliated with health and accident companies. I have in my brief case a 
number of policy jackets sent in to me as Commissioner from policyholders 
who had had their health policies cancelled or their right exercised to refuse 
to accept the premium, and they have appealed to me as Commissioner to 
know if the companies could do that. In studying these complaints I found 
that they have bought two contracts, a health and accident contract and 
a life contract, but the jacket of the policy put the premium al in one and 
the advertising advertised the whole as one, and the policy was sold on the 
theory that this was permanent and total disability contract, which it was 
not, and then the life contract was thrown in with it. (Laughter.) 

I believe that that is the sort of a separation that should take place, but I 
would like to call the attention of the committee on this matter to the fact 
that using the health and accident policy so combined with life insurance 
has grave questions in it as to honesty and decency so as to lower life in- 
surance, and I do not believe that is the way to solve this question. Some 
of my good friends who are Officials are here representing those companies, 
and I would like to speak this word of warning. I believe that is jumping 
out of the frying pan into the fire, and it has grave dangers that should 
receive the attention of the Commissioners, with possibly some shorter ruling 
preventing life insurance from being so lowered. I would like to call attention 
of the committee to that practice. It seems it is a means of getting around 
this difficulty. (Applause.) 

COMMISSIONER GEORGE P. PORTER (Montana): I take the floor at 
this time for a personal privilege, you might say. It is a great pleasure to 
me to know that there are so many converts following me today that were 
opposed to me when I took the floor at Toronto to fight disability at that 
time. I am the man who has béen quoted here in all of these speeches. But 
I want to correct my friend Brown because I don't believe he would do me 
an injury. He said I used the language of “holding the bear by the tail.” Now 
we don’t know anything about bears. I did say the companies had lassoed a 
wild bull and they asked us to brand him. 

I opposed at that time the disability provisions because of the way they 
were put up to the Cenvention. The companies had entered into something 
and they had lost millions of dollars and they were not themselves willing 
to correct this but were coming to this Convention and asking us to correct 
their mistakes. I looked at it at that time this way, that if we could go 
that far, so as to write that part of their policy, some day some person or 
some convention might try to run the whole entire business and write all 
of their policies for them. I opposed that upon that ground. I agree abso- 
lutely with Mr. Brown, with the gentleman from Arkansas, and Mr. White. 
(By the way, I think he stole all of his speech.) I agree with them absolutely. 
I think we should cooperate. But I am not of the opinion that we Commis- 
sioners know more about the business than those high-priced officials and 
high-priced actuaries of those companies. I think they know more about 
the business than we do, and I don’t believe we should dictate to them in 
regard to that disability. The thing I was interested in in Toronto and I 
am interested in yet is the language, to have it stated so we know just exactly 
what it does and what it does not do. That is what I am interested in. 

As I said, I led that little bunch up there. In fact I could liken it to what 
that great Senator said in the Senate, “The sons of wild jackasses.” There 
were just five, and I was the fifth one. It also looked to me that after the 
vote was counted I could use the language of the Senator, that I shouldn't 
have any vote. There were only 17 Commissioners. There were three or four 
others from the eastern States who voted on the other side. There were five 
who voted against it, the sons that came over on the Mayflower. Only 17 
voted on the proposition. 

As I understand it, since then there are very few of those Commissioners 
that did what they agreed to do then, send out a letter. I have never been 
able to get a reply from any of them to the effect that they did do the thing 
that they went on record there to do. That is one thing they did not do. I 
have written them many letters and asked them what they have done and 
they passed it up. I am in hearty cooperation; I feel that we should coop- 
erate with the insurance companies, but I don't want to run their business 
for them. (Applause.) 

COMMISSIONER H. O. FISHBACK (Washington): I wapt to take only 
a few minutes of your time. It was not my privilege to be at the Toronto 
Convention. I had no opportunity of presenting my views in connection with 
the matter before us. 


Convention Not Consulted Originally 

I feel that the companies never consulted this Convention as to whether or 
not they should put any provisions regarding total disability and double in- 
demnity into their policies. That was a matter which they assumed the right 
to do for themselves. 

Now, regarding the phrase of our good friend from Minnesota about having 
a hold of the bear’s tail. We never told those men to chase the bear and to 
catch it. They did that. themselves. They caught the bear by the tail and 
they have been holding on. They seem to be afraid to let go. They are 
afraid of taking the chances of letting go. They have come here to our 
Convention and they are very willing indeed that the members of this Con- 
vention should take that bear by the tail and allow them to get loose and 
get away and leave us holding that bear by the tail and let us take our 
chances in getting away from him. I am of that build and of that age that 
I will have a pretty poor chance in getting away when I let go. I am not 
in favor of pulling the chestnuts out of the fire for these gentlemen. 

We will, none of us, object to it if they want to reform their contracts. 
That is a matter for them to decide. They have that right. We are not going 
to oppose that. But for them to come to us and want us to do it and then 
have us go out and try to explain to our constituents why we have taken 
away from them this privilege of this benefit which the companies have them- 
selves previously offered to them, I submit that I am not ready to do anything 
of that kind. I am willing to do what is right and fair, but they did not 
consult us about putting this condition: into their policies and I do not be- 
lieve they have any right to come and ask us to force them to take that 
provision out of their policies. 

Gentlemen, I thank you. (Applause.) 


Importance of Qualified Agents 

PRESIDENT READ: Is there any further discussion of this paper? If not, 
we will pass to the next subject, assigned to the Honorable C. C. Greer, Super- 
intendent of Insurance of Alabama. Superintendent Greer could not attend 
the Convention. However, he forwarded his paper with the request that the 
Secretary of the Convention read it. 

SECRETARY CALDWELL: This is the paper on the program by C. C. Greer, 
Superintendent of Insurance of the State of Alabama, on “Importance and 
Need of Properly Qualified Agents.” 

I want to talk to you for a few minutes about a very important phase of 
the insurance business. 

You know there are certain things every well-organized insurance company 
must have: First, it must have sufficient capital and surplus so that it is not 
constantly handicapped for lack of sufficient funds; second, it must have offi- 
cers, assistants and clerical staff, intelligent, educated and experienced in the 
insurance business; and third, it must have especially a splendidly organ- 
ized and trained sales force to secure a volume of business of sufficient amount 
to justify the existence of the company. All of these things are essential to 
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every successful insurance company. Yet, the companies until recently have 
not recognized the importance and need of properly qualified agents. 

It is my judgment that the most important thing about any insurance com- 
pany is its sales force. For the company may have millions of dollars of 
capital and surplus. It may have the most capable home office staff in the 
whole country. Yet, the company will be a miserable failure if it does not 
have a competent sales force. It is about the agents or salesmen, then, that 
I want to address my remarks. 

What is a properly qualified agent? He is a man, first of all, who is honest, 
I mean by this, honest not only with the funds entrusted to his care, but 
also honest with his statements to prospects, to the insureds and to the 
company. 

Second. He is a man who is intelligent, and must be educated upon the 
subject of insurance. For the insurance business is complicated and becom- 
ing increasingly more so down the years. 

Third. He must be a man of good moral habits. The day has passed when 
the man of low moral character should be permitted to solicit and sell 
insurance. 

Fourth. He must be enthusiastic about his work. He must have a splendid 
personality and be neat in his personal appearance. These qualities are neces- 
sary because the selling of insurance requires the highest type salesmanship 
there is. He is no mere order-taker. He must make all the steps for a com- 
plete sale in almost every case. The making of these steps requires an alert 
mind; requires initiative, training and experience. In fact, the selling of in- 
surance requires more of the salesman than the selling of anything with which 
I am familiar. ‘ 

Furthermore, the agent is thé company to the insured. Hardly 10 per cent 
of the people who buy insurance could tell you what company issued the 
contract. The insuring public is not interested in contracts. The buyers of 
insurance are interested only in what contracts provide. They do not and 
will not study contracts. They select some agent who is in their judgment 
trustworthy, or who by the sheer power of his personality and ability con- 
vinces them that his proposal is right, and he writes the business. The in- 
sured pays the premium. The policy is issued, delivered and placed in the 
insured’s lock box without being even read; and that is the last of it unless 
a loss occurs, or until the next premium comes due. 


Difficulties From Misunderstandings 

If any misunderstanding arises as a result of loss or claim, the insured 
will almost always state that the agent told me so and so. If, therefore, the 
agent did not present his facts clearly, or misrepresented them, or ‘partially 
represented them, the Insurance Department and the company are sure to 
get complaints. An not infrequently the courts are called upon to adjust dif- 
ferences. Lack of understanding, then, or dishonesty, or both, causes the 
public confidence in the institution of insurance to be disturbed; causes much 
needless litigation; and, finally, causes the rates to be increased. 

The agent is largely the company to the various Insurance Departments. 
What do you know about the hundreds of companies doing business in your 
State? How many of their executive officers have you even met? I would 
say almost none, except for those companies domiciled in your particular 
State. Of course, we get the annual statement of each company as well as 
the report of examinations made by competent actuaries. Yet, we know the 
company most intimately by the type agents representing it. Its public esteem 
within the State depends almost wholly upon its agents. If the agents of a 
particular company are honest, intelligent, dependable men, the public gen- 
erally as well as the State officials soon come to consider the company a 
splendid one, although none of the persons forming these judgments have 
ever come in contact with the home office officials. 

The volume of:business of a company depends almost entirely upon the 
agency force. If the agency force is composed largely of enthusiastic, edu- 
cated, intelligent salesmen, the volume of business will almost always be highly 
satisfactory. If, on the other hand, the agency force is composed of men who 
have been “down-and-outers,” and are still largely such, the volume of the 
company’s business will promptly reflect the condition. 

The quality of the business secured will depend to a large extent upon the 
agency force. If an agent has low moral standards, he will submit applica- 
tions for persons, for the most part, whose standards are simjar to his own. 
He will be constantly seeking to get the company to accept bad risks. He 
will be placing insurance on the bootlegger’s car; upon the merchandise of 
the merchant who is approaching insolvency; upon the careless or reckless 
feliow’s property or life. Consequently, the company will soon acquire risks 
unworthy of insurance. 

The loss record of a company will be affected to a considerable extent by 
its agents. This is especially true of industrial companies, and companies 
writing property insurance. Agents writing property insurance place com- 
panies immediately upon the risk. Frequently the amount of the premium 
is too small for investigation. In such cases the company has to depend upon 
the agents. If, then, the agency force is composed of men below the average 
in intelligence and morals, the applications submitted will be largely upon 
people of the same type. There will be a comparatively large number of bad 
moral and physical risks. As a résult there will be greater losses. There will 
be more misunderstandings, more litigation, and the loss record in general of 
the company will reflect the poor agency of such company. 

The success of the company depends to a large extent upon the agency force. 
If the agency force is composed largely of high type, intelligent, honest sales- 
men, the volume and quality of the business will be satisfactory. The lapse 
ratio will be low. The number of cases in litigation will be small. And the 
loss ratio by death and otherwise will be quite satisfactory. 

Finally, the number of administrative problems of the Commissioner of 
Insurance will be greatly influenced by the agents the companies employ. AS 
sure as the companies employ agents of low moral standards, I don’t care how 
competent they are as salesmen, both the companies and the administrative 
Officials of the several States are going to have problems. For such salesmen 
will not confine their statements to the truth. They will do almost anything 
to make sales, and commissions. They will misrepresent the facts and con- 
tracts, causing complaints and litigation. And although they may write a 
large volume of business, the quality will be poor; and they will do more real 
harm to the confidence the public has in the institution of insurance in one 
year than can be amended by an equal number of good salesmen in 10 years. 

The insurance business year by year is becoming more complex and tech- 
nical. The time has passed when a man with just a little knowledge of the 
business who is ill adapted to the work may be employed as an insurance 
agent. The time is here for companies to seek salesmen of the highest type 
to sell insurance. If men of the opposite type are selectd the companies are 
committing business suicide. Only high type men can do the job of selling 
insurance properly. They must know contracts, rates, business in general, 
human nature in particular, the prospects geeds, and how to cover those needs 
preperly. Moreover, they must know a great many other things. The com- 
pany which is not giving particular attention to the careful selection and 
training of its agents is gradually jeopardizing its own existence. A great 
many companies are giving particular attention to this phase of the business, 
and it is my earnest hope that more and more of them will give closer atten- 
tion to the agents’ qualifications before making a contract with them. 


Role of Insurance Commissioners 


What can the Commissioners of Insurance do to help solve the problem of 
unworthy agents? First, seek practical agency qualification laws, and when 
such laws are enacted intélligently enforce them. Second, as far as possible 
require companies which discharge unworthy agents to report the facts to 
the Commissioner of Insurance. Then when other companies seek to license 
such agents, withhold the license until the requesting company has investi- 
gated the records of these agents, and has satisfied itself that it wants such 
agents licensed. Even then refuse, if the facts justify. (Applause.) 

PRESIDENT READ: Honorable R. C. Clark, Commissioner for Vermont, will 
discuss the paper of Mr. Greer. 

COMMISSIONER R. C. CLARK (Vermont): Mr. President, Members of the 
Convention and Guests: When this question gf licensing agents comes up it 
reminds me of the story of the darky who was called before the Insurance 
Commissioner because he had been soliciting insurance without a license. 
The Insurance Commissioner said to him, “Rastus, don’t you know you can’t 
sell insurance without a license?” 

= said, “Boss, I done find out I couldn't sell it, but I didn’t know 
thé@reason for it.” (Laughter. 

That is a question that has been with us for many years, and it is a good 
idea to review now and then. 

Our esteemed colleague from Alabama has so convincingly set forth reasons 
why it is essential that well qualified agents should be employed that there 
is little more to be said. Suffice it to say that I am in hearty accord with 
what he has stated. 

I would like to begin where he left off and to offer some suggestions as to 
how reliable and well qualified agents may be employed by companies. 

First, how to secure proper men. There are two parties responsible for the 
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initial appointment of an agent, the special agent of the company and 
the supervising official of the State. The primary failure to have only reliable 
and well qualified agents must be laid at the door of the special agent. Does 
he take the same precautions in employing an agent as he would if he were 
assigned the duty of finding a man to handle trust funds for his company 
or to fill some other position of responsibility the qualifications for which are 
honesty, intelligence and a reputation for fair dealing? If an agent proves 
deficient in any of these qualities, let us call the special agent to account. 

But his duty does not end here. Insurance is a highly specialized business, 
and an honest, intelligent man going out to sell insurance can do a world of 
harm if he is not fully informed and has not a clear understanding of the 
various forms of policies issued by the company. A special agent should never 
apply to the State Department for a license for an inexperienced agent until 
and unless he has given his man a thorough course of instruction on the 
fundamentals of insurance and the meaning and effect of vital clauses in 
insurance policies. 

In my State we require an official or representative of the company to sign 
the following endorsement to the application for an agent’s license filed by 
@ prospective agent: 


“ENDORSEMENT BY COMPANY OF APPLICATION 
FOR AGENT’S LICENSE 

“(Note: An official or a representative of the company is required to endorse 
the application for license.) 

“To the Commissioner of Banking and Insurance of the State of Vermont: 

“I have read the answers of the applicant named heggin. I have made 
diligent inquiry and investigation, and believe they are true to the best of my 
knowledge and belief, and on behalf of my company I hereby endorse him as 
a trustworthy and competent individual of good business standing and one 
who is worthy of license, and hereby request that license be granted under 
the rules, regulations and procedure of your Department. 

“On behalf of my company, I agree that: 

“(a) Instructions covering the subject of rates and values, also the various 
types of policies and their provisions and the law governing insurance will 
be given applicant for a license and that he shall have a reasonable under- 
standing of same before being permitted to transact the business for which the 
license is requested, preliminary instructions having already been given him. 

‘“b) At all times this company will exercise ‘its customary supervision and 
make inspection, when needed, of any or all risks written by this applicant to 
the end that the insurance interests of the public will be properly protected. 

“(c) At termination of services of applicant for whom this license is 
requested, to forward to and upon forms furnished by the Insurance Depart- 
ment, a full statement as to the circumstances causing such termination. 


Address .. 
Company 


If an agent proves to be incompetent, uninformed and/or dishonest, we 
should immediately call in the representative of the company who signed the 
endorsement and warn him that his endorsements would not be acceptable 
if further evidence of bad faith came to light. 

As to the duty of the supervising official, let me say that if the laws of other 
States are similar to those of Vermont, the Commissioner may issue a license 
to a person when he is satisfied that the applicant is competent, trustworthy 
and that he intends to hold himself out and carry on business in good faith 
with the public as an insurance agent. To enable the Commissioner to form 
a conclusion we require that an affidavit be filed by the applicant, giving 
information concerning his age, education, experiéhce, record, if previously 
licensed, ete. If questions are answered honestly, there is sufficient ground 
on which to base a decision as to wether or not the applicant should have a 
license. If false answers are given and the applicant is later called to account 
for misconduct, and investigation shows that he perjured himself in the appli- 


cation, surely he can find no fault if his license is immediately and per- 
manently revoked. 


Affidavit Required of Applicants 


The following is a specimen of our form of affidavit which gives the ques- 
tions which we ask the applicant to answer and swear to: 


“AFPIDAVIT 


“To the Commissioner of Banking and Insurance of the State of Vermont: 

“The undersigned hereby applies for a license to act as an insurance agent 
and submits the following statements and answers to the questions con- 
tained herein: 

“(Note: Blank must be completed in handwriting ot applicant.) 

“1. Name , 

(Im Full) (Print) 
“2. Mailing address—Business 
(Print) (Number and Street) 


‘ (City or Town) (State) 
RR SEE eer eee re eoeee 


(Print) (Number and Street) 


“3. Present occupation 
“4, Record of occupation past five years: 


Date of Employment 


By Whom for 
Nature of Work From To 


Employed Leaving 


“5. Have you ever been in business for self? 
When? Where? 
“6. Have you ever been arrested or convicted of a crime or misdemeanor? 
If so, give details 

“T. Have you ever been licensed in this State to write any form of insur- 
ance? If so, when? 
Name all companies 

“8. Have you ever been licensed in any other State to write any form of 
imauraMCe? oo cccccces e Names 
of States 
companies 

“9. Have you ever had a license refused or revoked 
or any other Insurance Department? If so, give details 

“10. Were you or are you indebted other than for current accounts to any 
company or agency for premiums unpaid? ....... If so, give details 

“11, Are you indebted to any insurance company, insurance agency or to 
any general agent or manager Img personal or business way, or is there any 
dispute with reference to your accounts? ....... If so, give details ... 

“12. Will you devote your entire time to the insurance business? 
If not, do you intend doing so in the future? ...... . Other kind of business 
to be carried on 

“13. If engaged in other business are you applying for a license in order 
to place insurance solely for your own protection and/or the protection of your 
employer, business. associates, or any specific case? .......... Santas Kas uaaenees 

“14. Are you familiar with the laws of Vermont as they apply to insur- 
ance? 

“15. Define rebating . 3 

“16. What is the pomalty fer rebating? ....... cc ccc cece ccc ccccccccccccccess 

“17. Do you understand that it is illegal to misrepresent policy conditions or 
misrepresent the standing of companies? .................0005 

“18, Do you understand that it is illegal to pay any person, or share com- 
missions with a policyholder or any other person who is not a licensed 
insurance broker? 

“19. Do you understand that insurance can only be solicited or written for 
the company for which your license is issued? 

“20. Do you understand that every company desiring to transact business in 
Vermont must be licensed annually by the Insurance Department? ......... 

“21. If a license is granted to you, where will your office be located? . 

“22, Give name of manager or other agency head under whom you will 
be employed : 

“23. Were you assisted in making answers to these questions? 
ae ae ear ere a 

“24. *Licenses to be issued to the members of the firm of ......... en EE 

Comprising the following persons: .......:.... cekedan 


(Signature of applicant) 
“Signed and made oath to by applicant before me this .... day of .... 19... 


(Notary Public) 
“*Bach partner must make application on blank like this for license for a 
firm, making as many applications as there are partners,” 


In deciding upon the propriety of issuing a license one of the most im- 


portant considerations should be whether there are any entangling alliances 
of the applicant. A person who is employed by a garage or an automobile 
distributor should not he an agent for a company insuring automobiles or 
their owners for liabilities connected with the ownership of a car, for sev- 
eral reasons. In the first place it gives him an unfair advantage over a regu- 
lar agent devoting his whole time to the business; in the second place, in- 
surance is probably a secondary interest with him and he knows little or 
nothing about writing insurance; and last. but most important there is the 
strong likelihood that he will issue the policy at net cost to the agent, apply- 
ing his commission on the price charged for the car, thereby practically if 
not actually allowing a rebate. 

There is danger in allowing an employe of a bank to be licensed. Here the 
Commissioner is faced with the fact that probably the applicant, being trained 
in technical matters, can furnish evidence of adequate knowledge to enable 
him to handle the business efficiently. If it seems necessary to issue a license 
@ warning shculd accompany the license card that if proof comes to the Com- 
missioner that the agent has used his connection with the bank to over- 
influence or force clients to take out insurance with him, his license will be 
recalled. The practice of compelling a customer of a bank.to take out in- 
Surance with an employe of the bank if a loan is to be made should not be 
tolerated. 

Next I want to discuss the problems of getting rid of bad agents. It is not 
necessary to state how the companies can eliminate bad agents. Prompt 
cancellation of contract should follow any evidence of bad faith. But for 
the Commissioner the task is not so simple. When there is sharp competi- 
tion there is too much of a tendency for other agents to charge rebating, 
twisting and misrepresentation. It ts not the duty of the Commissioner to 
take cognizance of charges based on hearsay or suspicion. Concrete evidence 
should be required to be furnished by anyone preferring charges of miscon- 
duct against an agent. If proof appears to be conclusive the offender should 


be called to a hearing and his license promptly revoked if it is proved that 
he is untrustworthy. 


\ 


Elimination of Undesirable Agents 


The next consideration is how to keep out the man who has established 
a bad record. Our questionnaire, above mentioned, reveals previous emyploy- 
ment by an insurance company, if any. Such a record should be looked up 
and action should be based on findings. 

If the records show that license has been at some time cancelled before 
the expiration of the license period by some company, it should be ascer- 
tained what was the reason for such cancellation. My department has a 
form for use of a company in cancelling a license which gives pertinent 
information as to the record of the agent. That form reads as follows: 


“STATE OF VERMONT 
DEPARTMENT OF BANKING AND INSURANCE 
MONTPELIER 


Name Licensed Agent .. . 
Home Address ......ssccece eesevesceeee vedeoves cocecccvcccece ereecvecuce cocee 


Business Address 

County ° 

Note: Affirmation of this Record of terminated service must be filed*in the 
office of Insurance Commissioner of the Commonwealth of Vermont. 

TO THE COMMISSIONER OF BANKING AND INSURANCE, STATE OF 

VERMONT: 

In accord with the requirements of the Department of Banking and 
Insurance of the State of Vermont, the following answers are recorded, show- 
ing the date and cause services terminated, as appear by the records of the 
Company. 

. Did he resign voluntarily? 

. Was he short in his accounts of premiums colleeted by him and not re- 
mitted to Company? 

. If short, has settlement been made? 

. Was agent, according to his contract, in debt to Company, General Agent 
or Manager on commissicn account of money advanced? 

. If in debt, has settlement been made? 

. State full cause for which services were terminated ........... cece 


eee eee eee eee eee eee eee eee eee eee eeeeeee ee eeeee 


(Name of Company) (Signature of Company Official)” 


Companies Responsible for Agents 


If records are properly kept in an office there can be no excuse for issuing 
a license to an agent who has definitely established a reputation for unreli- 
ability in his agency for another company. If it seems desirable to give him 
a chance to show that he has reformed, a license should not be issued until 
the company filing the requisition has been fully informed as to his past 
record and warned that it will be held strictly responsible for his acts. 

In closing this rather sketchy discussion let me say that it is my firm con- 
viction that the companies and their official representatives should be held 
strictly responsible for their agents. If an agent deliberately over insures a 
property and the company, with the knowledge of its duly authorized agent, 
receives a premium year after year on an amount in excess of actual value, 
it should devolve upon the company to prove, when a loss occurs, that the 
value was not there. There is no reason why the insured should be intimi- 
dated by an luster into accepting a compromise settlement because he can’t 
prove that the property destroyed was worth the amount of the insurance. 
It is the duty of an agent to make an examination of the property when he 
insures it and to satisfy himself that the value is there. 

It is my belief that the companies have it in their power to eliminate the 
incompetent, dishonest agent, and if they set about to do this in a determined 
fashion it would do away with all the complaints about part-time agents, bank 
agencies, dual agencies and all the other evils which result from an unseemly 
greed for business and pressure on production departments for an increased 
volume of business. (Applause.) 

PRESIDENT READ: Further discussion of this paper is to be given by 
Honorable John C. Kidd, Insurance Commissioner of Indiana. 

COMMISSIONER JOHN C. KIDD (Indiana): Mr. President and Fellow 
Superintendents and Commissioners: Just befowe I left home I received a letter 
from Commissioner Greer of Alabama stating that he would not be here, 
therefore could not furnish me a copy of his address. It looked to me as 
though this important question was going to go over the board, and I thought 
it of sufficient importance to prepare a short paper independent of Com- 
missioner Greer’s address. Were I discussing his paper, as well as the splendid 
paper that has just been read in your hearing by Commissioner Clark, I 
would say amen to every word that has already been said and let it go at 
that. So anything that I might say would be in addition to rather than in 
criticism of the remarks that have already been made. 

In considering the question of “Qualified Agents” it might be well to in- 
quire whether agents of any character are valuable to the insurance busi- 
ness, whether the business would function just as efficiently without agents 
and whether, indeed, the cost attending agents is a waste of the insuring 
public’s. funds. 


Services of Insurance Defined 


Insurance might properly be defined as a service that, in its processes, 
reaches out and gashers from every community, hamlet and city, compara- 
tively small sums of money for the creation of a common fund, this fund, 
in turn, to be distributed in larger amounts where losses, sometimes approach- 
ing the proportions of catastrophe, make the use of immediate funds impera- 
tive. All this would seem to indicate a probable need for contact between 
individuals comprising the great insuring public, and the several insurance 
companies responsible for the successful administration of the plan. 

The many different hazards requiring insurance, and the varied conditions 
in widespread communities, surrounding and effecting these perils, calls for 
carefully drawn and technically perfect contracts, known for convenience as 
insurance policies. These contracts are unavoidably of such character as to 
require specially-trained experts to interpret. 

In addition to these intricately drawn policy contracts, numerous endorse- 
ments are made necessary by the peculiar needs of different communities, 
even extending to requirements and needs of individual insurers within sep- 
arate communities. Hence, the question of whether agents are a necessary 
part of the vast fabric covered by the single word “insurance,” commences to 
answer itself. 

Webster's definition of agent is; “one who acts, especially for another.” 
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NATIONAL CONVENTION OF INSURANCE COMMISSIONERS 


Even though an insurance policy is a personal contract involving a com- 
pany on one hand and an individual insurer on the other, the latter cannot 
profitably take time and give attention necessary to a proper understanding 
of the many questions involved. An insurer may want to know, for instance, 
the meaning of “coinsurance,” how it works, and what its purposes are. He 
may want to know whether his insurance becomes void in case his building 
is vacant. He may want to know whether it is necessary to change the 
name of assured in his policy when a change of ownership has taken place 
by reason of death. He may want to know whether he can, under the work- 
men’s compensation law, employ artisans on a per diem basis in the con- 
struction of his new home dwelling house, without first having secured com- 
pensation insurance. He may have occasion to ascertain whether the 
beneficiary named in his life policy can be changed without his written con- 
sent. In fact, there are hundreds of similar important questions coming up 


daily which can only be answered satisfactorily by personal contact and 
conversation. 


Agents Needed in Insurance Business 


The assured cannot go to the home office of his insurance company for 
instruction, neither can the officers of the companies go to each individual 
insurer in person. All of which makes plain the imperative need for a medium, 
an intermediary or an agent who knows thoroughly the various insurance 
contracts, insurance practices and insurance requirements; one who has inti- 
mate contact with his company and conversational contact with the assured. 

Having found that the insuring public cannot, in the very nature of things, 
be promptly and efficiently served without the medium of an insurance agent, 
we can approach with confidence the question of whether an agent should 
be thoroughly qualified. We have found that the insuring public is entirely 
dependent upon the agent for insurance information. He must believe what 
the agent tells him concerning his policy contract, concerning his policy form, 
concerning the rate, concerning the reliability of his company. In fact, he 
is dependent upon his agent to such an extent that he must impose full 
and child-like confidence upon him and believe the things that the agent 
tells him. Is it important, then, that the insurance agent be thoroughly 
schooled, and qualified in such degree as to enable him to speak with authority 
and understanding? The answer is obvious. : 

Advice given by an incompetent agent may cause an insurer to lose his 
entire savings, even as a bungling application of the knife in the hands of 
an incompetent surgeon may cause an individual to lose his life. It is be- 
cause of these things, because of the intimate nature of insurance business, 
because of its importance in the social and economic life of our respective 
Commonwealths, that no incompetent agent should be permitted to come in 
contact with, and act in an advisory capacity to, the insuring public. 

When an agent goes forth clothed with authority in the form of a license 
issued under the seal of his State, it is a lasting obligation resting upon such 
State to require the agent to prove not only his honesty and integrity, but 
to prove his ability and qualifications as an insurance advisor, and it seems 
to me that we Commissioners, charged with the responsibility of properly ad- 
ministering the Insurance Departments in our respective States, might well 
counsel our law-making bedies to provide legal restrictions which will enable 


us to keep the incompetent and unreliable agent entirely out of the insuranc® 


business. 


Liberal Granting of Licenses Opposed 


I cannot hold with those ef my friends who believe that any natural person 
should be granted a license upon application, and have his license revoked 
when he has proved his incompetency. Such liberality would be tantamount to 
the privilege of license for anyone desiring to practice the art of medicine, 
his license to be revoked only when, through incompetency, he has sent one 
or more members of the trusting public to untimely graves. 

A license granted by any State should have a meaning. It does, in fact, have 
a very important meaning in the mind of the public. The public has a just 
pride in her State. To the public, her State is the very embodiment of se- 
curity and protection. For a State to violate that confidence and issue licenses 
helter-skelter to “Tom, Dick, and Harry,” is little less than reprehensible. 


Better assume no responsibility whatever as to license privileges, than to grant 


" special franchises without forethought and discrimination. 


I do net share the anxiety that seems to grip some of our splendid agents 
who contemplate the future of the American agency system. To my mind 
the American agency system is here to stay. Why? For two reasons: Econ- 
omy and efficiency. 

It is the most economical plan that has yet been devised for the successful 
distribution of insurance. It has proved its worth. 

It has successfully held its own against. the attempted inroads of other 
schemes and experiments. ; 

It fills completely that essential element peculiar to insurance, which places 
® competent advisor in every community to serve his neighbors and friends 
in insurance matters and at the same time maintain intimate contact with 
flow. 
home offices, the fountain heads from which the streams of protection must 

It is true that, for the time being, the American agency system is in a state 
of unrest. But, so is the insurance business passing through a transition 
period. 

The time was when the word “insurance” carried with it the idea of pro- 
tection against loss by fire, or, payment of death claims. In comparatively 
recent years the scope of insurance has broadened until its horizon includes 
@ multiplicity of lines. New hazards have come into being. New fields of 
operation have been developed and a horde of new companies have been or- 
ganized. The insurance business has seemingly over night sprung into a 
prominence almost, if not quite, unparalleled in the history of economic de- 
velopment. In all this turmoil and rapid expansion is it any wonder that 
the American agency system is more or less disturbed? It is a glowing 
tribute, however, to the American agency system that all new lines, all new 
companies and all new insurance creations have depended upon the local 
agent for distribution, and the local agent has not failed in the colossal task 
that has been assigned him. True, he has faltered occasionally and he has 
now and then blundered in his effort to efficiently serve the insuring public, 
but such mistakes as have been made are largely chargeable to the chaff that 
has been swept into the agency channel by the unprecedented flood of new 
hazards, new lines and new companies. 


Competent Agents Needed Now ‘ 


Proper service to the insuring public now, more than ever before, requires 
the efforts of high-grade men. The importance of insurance to the people 
of our land merits the attention of agents with unusual ability, a high sense 
of honor and integrity; men whe for the very love of the thing will devote 
their lives to the work. The chaff must go. Even now the natural develop- 
ment is working and it seems to me that we Commissioners could properly 
assist, in whatever way is open to us, these evolutionary processes. 

The “sideliner” and the incompetent are not wanted. The time i$ coming 
when no longer will insurance be the latch string to a lawyer's office. The 
time is coming when no longer will insurance be a running mate in the cab- 
bage shop. The time is coming when the halo will be stripped from the 
money-lender’s brow and his presence will no longer be required to add prestige 
and tone to the insurance business. 

As a money-lender he fills an essential niche in organized society, and occu- 
pies an honorable position. As an insurance agent he is a disturber and a 
nuisance. If the insurance agent needs to borrow money he will go to the 
money-lender expecting to put up adequate collateral and pay a legal rate 
of interest. If the money-lender needs insurance, a competent insurance 
agent is available and will serve him more efficiently than any “money-lender- 
insurance-agent” can serve himself. 

The time is coming when there will be fewer agents but better agents. 
The time is coming when the agent will have proven himself to the point 
where his companies will seek his opinion and advice as to conditions in the 
particular locality he is serving, and will depend upon him even as a man 
depends upon hijs strong right arm. The future agent will not only be able 
to interpret the various insurance contracts for the guidance of his public, 
but he will be able to rightly advise them as to forms, values and the finan- 
cial responsibility of companies. The future agent will be a competent as- 
Sistant to the underwriting department of his company, he will have the ability 
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to intelligently consult with his adjusters on loss matters. He will be a broad- 
minded, tactful, helpful medium of contact reaching from the home office to 
the assured. 

The American agency system at present is more or less cluttered up with 
chaff, incompetents and sideliners, but two steady shaits from the headlights 
of economy and efficiency are shining brightly, and shooting straight as an 
arrow, two gleaming rays down through the mist of uncertainty that, for 
the moment is clouding the vision and causing misgivings in the heart of the 
competent agent; but he need not be afraid. The insuring public will demand 


that it be properly served, and our part, as Commissioners, it to anticipate 
that demand. 

I hear someone: say, “My dear sir, do you not know that prophesying is 
dangerous?” I admit it, and reply, my dear sir, that prophesying is also at 
times a delightful necessity. (Applause.) 

PRESIDENT READ: Further discussion of this paper will be deferred until 
2 o’clock this afternoon. 

I wish to call a meeting of the Executive Committee at five minutes of two 
at this table. 

The meeting adjourned at 12:20 o'clock. 


THURSDAY AFTERNOON SESSION, SEPTEMBER 17, 1931 


The meeting convened at 2:30 o’clock, President Read presiding. 


PRESIDENT READ: Is there any further discussion of the paper that we 
had just before adjourning at noon? If not, we will move to the afternoon 
program and have reports of committees. Mr. Secretary, have you the 
reports of the committees? 

SECRETARY CALDWELL: I have the report of the Committee on Valua- 
tion of Securities, signed by the members. 

Secretary Caldwell read the report: 

The Committee on Valuation of Securities begs to report as follows: 

In July, 1931, the chairman, on behalf of the committe2, accepted the 
proposition submitted by Poor’s Publishing Company for making the valua- 
tions as of Dec. 31, 1931, for securities owned or loaned on by insurance 
companies, also for printing and distributing the same in 1,600 paper bound 
copies. The contract calls for the same total payment of $18,359.16 as the 
previous book but provides that $5,000 shall be paid on or before Jan. 26, 
1932, and the balance on or before March 1, 1932. In order that the pay- 
ments may be made on those dates, or as near thereto as possible, it is hoped 
that each Department will send its contribution as early as convenient. 

The contract contains a provision jor expiration on April 1, 1932. The 
previous contract had a similar provision. This provision makes it important 
for each Insurance Department to arrange with each insurance company and 
society incorporated in its State to send direct to Poor’s, as soon as possible, 
a schedule of all bonds and stocks purchased or acquired as security for loans 
during the first nine months of this year, and to send a similar schedule of 
the purchases and acquisitions as collateral during each of the remaining 
three months, a few. days after the end of each season. 

The only important difference between the new contract and the previous 
contract is that, under the new contract, the Advance Sheets will not be sent 
to any. Insurance Department. This feature of the contract was discussed at 
a meeting ef the committee and at an executive session of the Convention 
in Chicago in June of this year. Several of the Commissioners expressed 
regret at this change in the contract and several others stated they did not 
need the Advance Sheets as the large companies incorporated in their States 
obtained the Advance Sheets direct from Poor’s and the smaller companies 
received the Valuation Book in time to use the Convention values in their 
statements. 


The financial statements of the receipts and expenses for the Convention 
books of security values as of Dec. 31, 1929, and Dec. 31, 1930, attached hereto, 
show that on July 1, 1930, the committee had a balance of $2,505.75 and 
on July 30, 1931, a balance of $176.59. 

GEORGE S. VAN SCHAICK, New York 
ROBERT C. CLARK, Vermont 
HARRY J. MORTENSEN, Wisconsin 

H. O. FISHBACK, Washington 

W. A. TARVER, Texas 

MERTON L. BROWN, Massachusetts 
WILLIAM C. WALSH, Maryland 
HARRY W. HANSON, Illinois 

FRANK H. SMITH, New Jersey. 

PRESIDENT READ: What do you want to do with the report? If there 
is no objection it will be filed and made part of the proceedings and pub- 
lished in the proceedings. 


‘ 


Report of Examinations Committee 


SECRETARY CALDWELL: As secretary and chairman of the Committee 
on Examinations I wish to present the following report: 

As per the following resolution passed at the adjourned meeting of the 
Convention in New York, Dec. 10, 1930: 

“The following resolution was passed unanimously at the December meet- 
ing of the National Convention of Insurance Commissioners by Commissioner 
Dunham of Connecticut: 

“That the secretary be instructed, from this date, to notify each Commis- 
sioner of ail Convention examinations, and to report to the Convention 
annually the names of all companies so examined who participated, and the 
amount of charges paid for said examination, and tg whom paid, and to show 
the date of beginning and termination of the examination.” 

I submit in detail as far as I am able on information received from the 
several Commissioners. 

I asked each Commissioner to furnish me with the information requested 
by the resolution, and received reports from the following States: 

First: Those States who participated in Convention examinations since 
Jan. 1, 1931. 

Second: Those States who have not participated in any Convention 
examination. 

The States reporting as participating in Convention examinations are as 
follows: Arkansas, Connecticut, Georgia, Louisiana, Nebraska, Oklahoma, 
Wyoming, California, District of Columbia, Indiana, Michigan, New York, 
Tennessee, Colorado, Florida, Kentucky, Montana, North Dakota, Washington. 

The following States report no participation: Delaware, Massachusetts, Ohio, 
Wisconsin, Maine,-New Hampshire, Rhode Island, Maryland, New Jersey, 
Vermont. 

Have not received report from the following States: Alabama, Illinois, Min- 
nesota, Nevada, Oregon, Texas, West Virginia, Arizona, Iowa, Mississippi, 
New Mexico, Pennsylvania, Utah, Idaho, Kansas, Missouri, North Carolina, 
South Dakota, Virginia. 


A detailed report of each State reported and participating in Convention 

examinations is herewith attached. 
Respectfully submitted, 
A. S. CALDWELL, Secretary. 

Secretary Caldwell read the report of the Elizur Wright Memorial Committee. 
To the National Convention of Insurance Commissioners: 7 

Your special committee appointed to consider the proposal for the erection 
or establishment of a memorial to Elizur Wright, the first Commissioner of 
Insurance in the United States, the author of the first statute establishing 
nonforfeiture values in policies of life insurance and the father of legal reserve 
life insurance, desires to report and recommend as follows: 


First. That this Convention heartily endorses the proposal for the erection 
or establishment of such a memorial. : 


Memorial to Elizur Wright Endorsed 


Second. That it is fitting and proper that the plans therefor be devised and 
carried out by a committee or committees representing the legal reserve life 
insurance companies, associations and societies of the United States. 

Third. That the Secretary of this Convention be directed to advise the 
proper Officials of the Association of Life Insurance Presidents, the American 
Life Convention and the National Fraternal Congress, that it is the recom- 
mendation of this Convention that such a memorial should be erected or 
established, and further to suggest the propriety of those three organizations 
appointing committees to confer with each other for the purpose of con- 
sidering the erection or establishment of said memorial. 

Foirth. That the secretary be further instructed to tender the good offices 
of this Convention to said organizations and their committees. 

(Signed) JESS G. READ, 
Cc. D. LIVINGSTON, 
ARTHUR E. LINNELL, Committee. 

A motion was made, seconded and put to a vote and carried that the 
report be adopted. 

SECRETARY CALDWELL: I am requested by the president, who is acting 
as chairman of the Executive Committee in lieu of Mr. Boney who is absent, 
to report that at a meeting of the. Executive Committee it was decided that an 
adjourned meeting be held in New York, Dec. 7, 8 and 9 at the Penn- 
sylvania Hotel. 

PRESIDENT READ: I believe no action is necessary on that, as the com- 
mittee selects the meeting time and place and the report was given to the 
Convention for its information. 

Next is the report of the Auditing Committee. 


SECRETARY CALDWELL: The report of the Auditing Committee is as 
follows: 

“We, the undersigned, have examined the cash book of the treasurer and 
have found vouchers covering all expenditures for the year ending Aug. 31, 
1931, and also find that the cash balance shown in said cash book agrees 
with the statement rendered by the bank of deposit. 

“ROBERT C. CLARK, 
ARTHUR E. LINNELL, 
ROBERT E. DALY (Committee).” 

COMMISSIGNER GARFIELD W. BROWN (Minnesota): I have the report 
of the Committee on Workmen's Compensation. 


Uniformity in Compensation Claim Reports 

The Committee on Workmen’s Compensation Insurance, to which was 
referred 2 communication from the National Council on Compensation Insur- 
ance relative to a proposed standardization of claim form requirements. in 
the several States, reports the following resolution: 

“Whereas, The National Council on Compensation Insurance is attempting 
to secure the cooperation of the International Association of Industrial Acci- 
dent Boards and Commissions in obtaining a greater uniformity in the forms 
relative to the administration of workmen’s compensation claims in the several 
States, and a standardization of claim reports, be it 

“RESOLVED, That the National Convention of Insurance Commissioners 
believes that the reduction of the expense of transacting workmen’s compen- 
sation insurance is of prime importance. E&ftnce uniformity and standardiza- 
tion tend toward that end, the Convention approves the action of the National 
Council on Compensation Insurance. 

“For the Committee (Signed). 

GARFIELD W. BROWN, Chairman.” 

COMMISSIONER BROWN: I move the adoption of that report. 

The motion was regularly seconded, put to a vote and carried. 

COMMISSIONER BROWN: Mr. President, this is not a report, but I think 
I should make a statement to the Convention about the matter we had up 
at the last two meetings relative to the activities of the National Council 
in fixing expense loading on workmen's compensation. You will remember 
that this Convention passed a resolution at the last session recommending 
that the National Council amend its constitution so as to provide that where 
the two groups. the participating and nonparticipating groups to the Rating 
Committee, are unable to agree, reach a deadlock, the two groups can or 
should meet separately and determine upon their own expense loading. I 
received word some time ago that the necsesary amendments had been pre- 
pared and submitted to the various members of the Council for approval, 
and I have just received word now that the necessary two-thirds or three- 
fourths (I forgot which it is) have approved the amendments, so they are 
undoubtedly in effect at this time. 

That is not a report but just a statement of fact. 

PRESIDENT READ: Does the chairman of any other committee desire to 
make any report? 

COMMISSIONER C. D. LIVINGSTON (Michigan): I desire to report for 
the Fire Committee that the National Board presented a classification sched- 
ule that they prepared. We had a meeting of the committee and had very 
little time for the consideration. It was voted to postpone the recommenda- 


tion until the December meeting when the Fire Insurance Committee will 
consider it and report to the Convention. 


A Which Branch \ 


Serves your locality? 


Akron, Ohio 
Atlanta, Ga. 
Baltimore, Md. 
Birmingham, Ala 
Boston, Mass. 
Cedar Rapids, Iowa 
Charleston, S. C. 
Charleston, W. Va. 
Charlotte, N. C. 
Chicago, Ill. 
Cincinnati, Ohio 
Cleveland, Ohio 
Columbus, Ohio 
Dayton, Ohio 
Denver, Colo. 
Detroit, Mich. 
Fresno, Calif. 
Indianapolis, Ind. 
Jacksonville, Fla. 
Jersey City, N. J. 
Kansas City, Mo. 
Los Angeles, Calif. 
Louisville, Ky. 
Memphis, Tenn. 
Meridian, Miss. 
Milwaukee, Wis. 
Minneapolis, Minn. 


Mobile, Ala 
Montgomery, Ala. 
Newark, N. J. 

New Haven, Conn 
New Orleans, La. 
Norfolk, Va. 
Oakland, Calif. 
Oklahoma City. Okla. 
Parkersburg, W. Va. 
Philadelphia, Pa. 
Pittsburgh, Pa. 
Portland, Me. 
Portland, Oreg. 
Raleigh, N. C. 
Richmond, Va. 

San Diego, Calif. 
San Francisco, Calif. 
San Jose, Calif. 
Seattle, Wash. 
Shreveport, La. 

St. Louis, Mo. 
Tampa, Fla. 

Toledo, Ohio 

Tulsa, Okla. 
Wheeling, W. Va. 
Wilmington, Del. 
Youngstown, Ohio 


Acacia is one of the large, old-line legal re- 
serve life insurance companies. Its splendid 
financial condition, the low cost and the 
persistency of its business make it a good 
company for its policyholders and a profit- 
able company for salesmen to represent. We 
have openings for good salesmen in any of 
the above branches. 


ACACIA 


Mutual Life Association 


Wm. Montgomery, President 
Chartered by Congress, 1869 


HOME OFFICE: 
101 Indiana Avenue, Washington, D. C. 
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I would like to move also, Mr. President, that the Committee on Blanks be 
requested to prepare as a part of each blank a schedule allocating the pre- 
mium income received by States if in their judgment the same is practical; 
also that the Chairman of the Committee on Examinations request each in- 
surance department in making an examination to verify the allocation of 
premiums and give in the report a complete description of the method of 
such allocations. 

That refers to the matters as taken up the other day. 

The motion was regularly seconded, put to a vote and carried. 

MR. J. J. McGRATH (Chief, Rating Bureau, New York): The following is 
the report of the Fidelity and Surety Subcommittee. 

The following report and recommendations are submitted by the Fidelity 
and Surety Subcommittee appointed at the meeting of the Convention held 
in Chicago in June, 1931. The Committee was instructed to study conditions 
in the fidelity and surety field as reported to the Convention by Mr. William 
B. Joyce, Chairman of the National Surety Company. 


Report on Fidelity and Surety Study 


Questionnaires were addressed to all fidelity and surety companies inquiring 
as to their basis of rating fidelity and surety business, their practices in regard 
to employing cut rates or rebating, whether in competition or otherwise, their 
knowledge as to rebates or cut rates indulged in by their competitors, and 
their practice in regard to membership and conformity with the commission 
rules of the conference on acquisition and field supervision cost for fidelity 
and surety business. 

Replies to these questionnaires indicated that all but six companies were 
members of the Towner Rating Bureau and employed the fidelity and surety 
rates promulgated by that Bureau. A number of companies frankly admitted 
that in protecting their business from the attacks of cut rate companies, they 
had deviated from the rates of the Towner Bureau in several instances. A 
substantial number of companies admitted that while they were members of 
the conference on acquisition and field supervision cost for fidelity and surety 
business, they were not in strict conformity with’the rules of the conference. 
The majority of the companies were vague and evasive in their replies with 


reference to their knowledge of any cOmpany deviating from their official 
rate schedule. 


Opinion of Subcommittee 


Hearings were conducted by the subcommittee on Aug. 19 and 20, 1931, and 
were attended by executive officers of some 50 insurance companies and repre- 
sentatives of the National Association of Insurance Agents and the National 
Association of Casualty & Surety Agents. Those who altended the hearings 
were called upon by the subcommittee to furnish information concerning the 
subject under investigation and frem their remarks and other information 
at the disposal of the subcommittee, it has arrived at the following opinion: 

As a result of competition, a considerable part of which originates from the 
desire of companies, members of the Towner Rating Bureau, to meet premium 
rates of conipanies using independent rates, the manual rates of the Towner 
Rating Bureau have been disregarded. The extent to which this condition 
exists cannot be estimated, but it has_apparently not developed to such an 
extent as to become a menace to the solvency of fidelity and surety companies. 
The companies writing business at less than Towner Rating Bureau rates do 
an annual business approximating $3,000,000 whereas the total fidelity and 
surety business is approximately $100,000,000 per annum. 

The efforts of the fidelity and surety companies to maintain a reasonable 
rate of commission and other acquisition cost of business country-wide have 
apparently not met with a high degree of succe’s. While the activities of 
the conference on acquisition and field supervision cost for fidelity and surety 
business have not been fruitless, they have failed to prevent companies from 
paying higher commission rates to producers than the services performed by 
the producers warrant. One of the conditions which has provoked serious 
trouble in the effort to curtail excessive commissions has been the action of 
companies appointing agents of other companies on a higher rate of commis- 
sion than that allowed by the companies first represented. One of the most 
serious handicaps to the enforcement of the present rules of the acquisition 
cost conference is the lack of a definition establishing qualifications necessary 
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for the appointment of an agent at greater than the basic commission 
allowance. 


Concern Over Heavy Loss Ratios 


The concern of company executives over the inroads due to rate-cutting and 
excessive commission payments is particularly keen at the present time 
because of the heavy loss ratios that are sustained. Present economic condi- 
tions have made all executives desirous of conserving premium funds to 
meet loss obligations. 

Recommendations 

It is the view of this subcommittee that the Convention should afford the 
fidelity and surety business any assistance it can in meeting and overcoming 
those conditions in the business which tend to make their present tasks more 
difficult. In view thereof, the subcommittee submits the following recom- 
mendations to the Fidelity and Surety Committee and urges that they be 
submitted to the Convention for adoption: 

1. That the insurance companies be urged to exercise the utmost scrutiny in 
the underwriting of surety business to avoid unsound commitments in mort- 
gage guarantees, depository bonds, and other financial guarantees, and that 
they carefully examine their outstanding business for the purpose of detecting 
impending losses and so be prepared for the demands which may be made 
upon them. 

2. That the Insurance Commissioners examine their State laws for the pur- 
pose of determining the full extent to which companies may be compelled 
to refrain from the underwriting of guargntees on unsound investments and 
that where inadequate powers exist, legisfation be sought to correct the condi- 
tion. By way of illustration, surety companies should not be permitted to 
guarantee investments which they could not themselves make; as, for example, 
second mortgages or mortgages beyond conservative percentage of the fair 
market value of real estate. Companies should not be permitted to bond in 
the aggregate, deposits in individual banks, where the aggregate in the indi- 
vidual bank exceeds the percentage capital and surplus funds ho which a 
company may expose itself in any single risk. 

3. That in the event of any fidelity and surety company becoming involved 
in difficulties to the extent that an Insurance Commissioner feels warranted 
in ordering liquidation, consideration be given to the suggestion that every 
effort be first made to secure full reinsurance in other companies. In the 
event that assistance is needed by such Commissioner, he should feel free 
to call upon other Commissioners and executives of other State companies 
in order to seek a solution of the difficulties. The desirability of such a pro- 
cedure can be appreciated when it is recognized that the claims of the public 
in such a& case would be met by the successor companies without awaiting 
the outcome of liquidation. It should also be realized that in a liquidation 
proceeding, certain assets of companies are unavoidably dissipated, as, for 
example, the value of a company’s equity in its unearned premium reserve 
which will customarily average about 30 per cent of its unearned premiums, 
the value of its agency plant, the shrinkage in assets through forced liquida- 
tion and various other unnecessary losses. It might possibly happen that a 


company in an otherwise sound condition will find itself in difficulty through 
unliquid condition. 


Review of Rate-cutting Practices 


4. That thegInsurance *Commissioners and company executives carefully 
review the pra@tice of cutting standard rates, where such rates are permitted 
by law, bearing in mind the fundamental relationship between adequate rates 
and the financial condition of companies. The utmost caré should be exer- 
cised in this matter particularly during the emergency created by present 
economic conditions. 

5. That the conference on acquisition and field supervision cost for fidelity 
and surety business continue its efforts to produce suitable rules for the 
classification and that the Insurance Commissioners exert their efforts to 
bring about a curtailment of excessive commissions and other acquisition 
costs so that premium funds may be conserved to meet the heavy drain 
resulting from losses. 

6. That the subcommittee be authorized to continue its efforts during the 
period of the present emergency. 
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STRENGTH 
STABILITY 


careful buyers are scrut- 


inizing the character and strength of those institutions whose product 


is @ promise to pay. 


¢ 


They will repose their trust in none but those 


of unquestioned security. ) 


Below are the combined figures of the companies comprising the 
America Fore Group as of January 1, 1931. 


Total Assets - « « .« $243,256,252 


Total Liabilities - - - - 
Total Capital - - - - 
Total Policyholders Surplus 
Total Fire Co's Premiums - 


v“amahica poaa™ 


111,843,154 
46,352,533 
131,413,098 
58,128,815 


Total Casualty Co's Premiums 27,066,622 


Total All Premiums es 


85,195,437 


Provide yourself with America Fore Policies and you can be sure that 


you have placed your insurance in companies with the strength and 


“aManica rone™ 


stability to withstand the onslaughts of depression and disastert 


The AMERICA FORE GROUP of Insurance Companies 


THE CONTINENTAL INSURANCE COMPANY  FIDELITY-PHENIx Fire INSURANCE COMPANY NIAGARA FiRE INSURANCE COMPANY 
AMERICAN EAGLE FirE INSURANCE COMPANY FiRST AMERICAN FiRE INSURANCE COMPANY MARYLAND INSURANCE COMPANY OF DELAWARE 


Eighty Millie ee _ ERNEST STURM . Chewmen of the Beorde oa Ne a Yo ah ; N. Y 


PAUL L. HAID. President , 
THe FipeLtity AND CASUALTY COMPANY 
ERNEST STURM Chewman of the Board 
WADE FETZER. Vice Chawmen 
PAUL L HAID.,y President 


NEW aYORK SAN FRANCISCO —_ 


CHICAGO ATLANTA DALLAS MONTREAL 
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Howard P. Dunham, Connecticut Commissioner, and a member of the sub- 
committee signed the report of the Fidelity and Surety subcommittee with 
the following reservation: 

“I subscribe to this report with some mental reservation due to the scope 
of the recommendations which are nation-wide whereas in many States the 
law absolutely forbids agreement between the companies in respect of rates 
and commissions, the penalties for violation being drastic, in some instances 
as high as $1,500 per day and revocation of charter powers or license. Since 
conviction may be sustained upon no stronger ground than uniformity of 
action between companies in respect of rates and commissions, it creates a 
situation which must of necessity be approached with care by all concerned.” 

PRESIDENT READ: What do you care to do with the report? If there 
is no objection it will be received and filed by the secretary. 

COMMISSIONER GEORGE P. PORTER (Montana): Mr. Chairman, I have 
a report as Chairman of the Miscellaneous Committee. 

I find that I am very much in the same position on this Committee that 
Bridget was when she got on the boat in Ireland. She had a letter of rec- 
ommendation when she got on the boat bit she lost it. Pat said, “Bridget 
had a good reputation when she got on the boat but she lost it.” I had 
a resolution when I came here but I lost it. It was on a memorial of George 
Washington. I move the adoption of the report. (Laughter.) 

The motion was regularly seconded, put to a vote and carried. 

DEPUTY COMMISSIONER GEORGE A. BOWLES (Virginia): Mr. Presi- 
dent, the Committee on Resolutions submit the following resolution: 

“Whereas, The members of this Convention are about to conclude their 
sessions in a city which has showered them with beautiful evidences of 
hospitality, and 

“Whereas, There has been extended to us the opportunity to take various 
delightful trips to many of the most beautiful scenic sections of the United 
States, be it 

“RESOLVED, That we extend to the General Committee on Arrangements, 
the Comnfittee on Entertainment and all others who cooperated with them, 
including the Chamber of Commerce, the heartfelt appreciation of the mem- 
bers of the Convention who wil} not soon, if ever, lose the pleasant memories 
which will be evoked at the thought of their visit to Portland and the other 
neighboring places of such compelling interest; and be it further 

“RESOLVED, That we recognize and appreciate the courtesies extended 
to the Convention by the management of the Multnomah Hotel Company. 

“Respecifully submitted, 
“GEORGE A. BOWLES, 
“JOHN E. SULLIVAN, 


“CHARLES T. WARNER.” 
I move the adoption, Mr. President. 


PRESIDENT READ: Let’s adopt that resolution by arising. 

The motion was regularly seconded, and was carried by a rising vote. 

PRESIDENT READ: It is unanimously carried. 

SECRETARY CALDWELL: Here is a resolution offered by the Committee 
on Codification of Rulings: 

“Whereas, The Weekly Underwriter of New Yonk has in times past published 
the rulings made by the several departments, and by them forwarded to said 
Weekly Underwriter, and 

“Whereas, The said Weekly Underwriter has furnished such department a 
printed copy of said rulings together with a subject index of sarae, without 
charge to the departments, and 

“Whereas, These rulings have proven to be of very great value to the several 
departments, now therefore be it 

“RESOLVED, That this Convention hereby expresses its very great appre- 
ciation of said complimentaiy service and extends its sincere thanks to the 
said Weekly Underwriter for the same. 

Committee on Codification of Rulings. 
“H. O. FISHBACK, Chairman, “J. G. MCQUARRIE, “CHARLES F. HOBBS, 
“HOWARD P. DUNHAM, “J..I. REECE, “JOHN E. SULLIVAN.” 

COMMISSIONER FISHBACK (Washington): I move the adoption. 

The motion was regularly seconded, put to a vote and carried. 

PRESIDENT READ: Are there any more resolutions or committee reports? 


If not, we will pass to the annual election of officers. First is the nomination 
of president of our Convention. 


Election of Convention Officers 

COMMISSIONER HARRY W. HANSON (Illinois): Mr. President, { would 
like to place in nomination the Honorabie Charles D. Livingston for presi- 
dent of this organization. 

COMMISSIONER W. A. TARVER (Texas): I would like to second the 
nomination. 

COMMISSIONER HANSON: If there are no other nominations I move 
that the secretary cast the unanimous vote of this Convention for Mr. Liv- 
ingston as president of this association. 

The motion was regularly seconded, put to a vote and carried. 

SECRETARY CALDWELL: I take great pleasure in casting the entire 
vote of this Convention for the Honorable Charles D. Livingston for president 
for the ensuing year. (Applause) 

PRESIDENT READ: Whom will you have for your first vice president? 
Nominations are in order for first vice president. 

COMMISSIONER R. C. CLARK (Vermont): Mr. President, I nominate 
Commissioner Tarver oi Texas. 

The nomination of Commissioner Tarver was seconded. 

A motion was made, seconded, put to a vote and carried thai the nomi- 
nations be closed and the secretary cast the unanimous vote of the Convention 
for Commissioner Tarver for first vice president. 

SECRETARY CALDWELL: According to instructions I hereby cast the 
entire vote of the convention for Commissioner Tarver for first vice 
dent for the ensuing year. (Applause) 

PRESIDENT READ: Whom will you have for your seccnd vice president? 

COMMISSIONER C. D. LIVINGSTON (Michigan): Mr. Dan Boney is now 
chairman of the Executive Committee. This is the first meeting that he has 
not been able to attend, and he is not ‘here because of an illness in his 
family. I have word from him that if it is the will of this Convention and 
the officers he would like to remain as chairman of the Executive Committee, 
and I will make that nomination when we Yeach that point. 

COMMISSIONER C. R. HORSWILL (South Dakota): I riominate Com- 
missioner Brown of Minnesota as second vice president. 

The nomination was seconded. 

PRESIDENT READ: Any furiner nominations for second vice president? 
If there are none I declare it closed and the secretary will cast the unanimous 
vote of this Convention for Honorable Garfield Brown for second vice presi- 
dent of the Convention. 

SECRETARY CALDWELL: I take pleasure in casting the eniire vote of 
this Convention for the Honorable Garfield Brown of Minnesota for second 
vice presideht fer the ensuing year. (Applause) 

PRESIDENT READ: Next in order is your secretary and treasurer. 

COMMISSIONER H. O. FISHBACK (Washington): Not unmindful of 
the splendid service we have had from Secretary Caldwell, in the wheels 
of fortune he has become a member of the society which has b@e#*formed since 
this meeting has been in session, called the “Ex’s.” It has been the custom 
in all the years that I have been a member of this society that one of the 
Commissioners act as secretary of the Convention, and with this thought in 
mind and in consideration of the splendid services which we have had from 
the presiding officer of our Convention during this session and previous 
sessions, it becomes a great pleasure to me to place in nomination at this 
time the Honorable Jess Read of Oklahoma as secretary of this Convention. 

SECRETARY CALDWELL: I wish to express to this Convention the very 
great confidence that has been given to me, the confidence you have imposed 
in me in electing me twice as your president and twice as your secretary. 
I heartily concur in the motion made by my friend from Washington. There 
is no man in this Convention of whom I have a higher opinion than the 
president, and there is no man I would rather see succeed me as secretary 
than him. I feel that you will have an able secretary and one who will 
perform the duties as ably as he has the duties of the presidency, and that 
is in keeping with any president that we can have had in the past, and it 
gives me a good deal of pleasure to second the nomination of my good friend. 
Jess Read, from Oklahoma 

Commissioner C. D. Livingston took the chair. 

CHAIRMAN LIVINGSTON: Are there any other nominations for secretary? 

A motion was made, seeonded and carried that the nominations be closed 
and that the Convention unanimously elect Commissioner Read as secretary 
and treasurer. 

SECRETARY CALDWELL: It gives me unusual pleasure to cast this vote 
for a man whom I have known for many years and one whom I love greatly, 
Tess Read, your secretary for the ensuing year. (Applause). 

President Read resumed the chair. 

PRESIDENT READ: Whon: will you have for chairman of the Executive 

mittee? 


presi- 
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The Present Status 
of Ameriea’s 
Aecident Problem 


America’s biggest accident problem 
today is on the streets and highways. 


Here is the same thing said in figures: 


PROBABLE NUMBER OF 
ACCIDENT FATALITIES 
IN 1931 


35.000 
30.000 
18.000 
Miscellaneous - 20.000 


(Includes recreational and other public 
accident deaths) 


Automobile 
Home - 
Industrial - 


| is natural, therefore, that the insurance business, 
which has always given attention to conservation, 
should be turning more attention than ever to this 
subject of highway safety. It is anticipated that 
during the next few years the business will give even 
more attention to this problem. It eclipses in size and 
extent the fire waste or the boiler explosion: and the 
industrial accident problems, toward the solution of 
which insurance companies and insurance men have 
contributed so much. 

It is a big problem, because it involves 40 million 
people who drive cars and a hundred million who walk 
upon the streets and highways. Hard, because it 
involves human behavior behind the wheel and in 


front of the fender. 


There seems to be no single legislative act or startling 


engineering feat that can perform a miracle and stop * 


this far-flung, apparently unceasing but largely un- 
necessary, holocaust known as America’s annual auto- 
mobile accident toll. It seems to be a problem of 
changing the public attitude, of getting people to 
realize that the privilege of using the streets and high- 


ways does not carry with it the right to misuse them. 


To help bring about this change in attitude is at once 
and the same time an opportunity and an obligation 


of those of us engaged in insurance. 


Some of the highway safety activities of The Travelers so 
far this year: 


(1) Compiled and published a survey of 1930 automobile 
accidents; their growth, causes and extent, under the 
title “Worse Than War’; (2) Distributed over a million 
copies of an abbreviated editian of this work; (3) Dissemi- 
nated each week over a 50,000 watt radio station a highway 
safety message from a leading official authority; (4) Pre- 
sented a series of radio addresses by speakers of prominence 
and note; (5) Sent $9 million safety messages to the general 
public through the advertising columns of over 300 daily 
newspapers; (6) Provided Travelers representatives and 
many public officials with portfolio-easels of charts which are 
used in talks before audiences of fromadozentotwo hundred. 


- 'The Travelers 


The Travelers Insurance Company The Travelers Indemnity Company 
The Travelers Fire Insurance Company 
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COMMISSIONER C. D. LIVINGSTON ‘Michigan): I would like to nomi- 
nate Honorable Dan C. Boney of North Carolina for chainman of the 
Executive Committee. 

DEPUTY COMMISSIONER GEORGE A. BOWLES (Virginia): I second the 
nomination of Commissioner Boney. 

PRESIDENT READ: Are there any further nominations? 

A motion was made, seGonded, put te a vote and carried that the nomina- 
tions be elosed and that the secretary be instructed to cast the unanimous 
vote for Commissioner Boney as chairman of the Executive Committee. 

SECRETARY CALDWELL: I hereby cast the unanimous vote of this Con- 
vention for Commissioner Dan C. Boney of North Carolina for reelection as 
chairman of the Executive Committee for the ensuing year. 


Selection of Executive Committee 


PRESIDENT READ: Gentlemen of the Convention, you are to elect six 
members of the Executive Commiitee. The present members are Garfield 
Brown, S. A. Olsness, Joe Thompson, R. C. Clark, Harry W. Hanson and 
Theodore Thulemeyer. 

DEPUTY COMMISSIONER C. A. GOUGH (New Jersey): Mn) 
the election of Mr. Brown as second vice president eliminates him from the 
Executive Committee I wish to place in nomination the five remaining 
members, together with Superintendent Van Schaick of New York 

The nomination was seconded 

COMMISSIONER GEORGE P. PORTER (Montana): Being a small man 
I like to do thimgs big, therefore I am going to nominate the oldest Commis- 
sioner in the United States and the biggest one in many ways I 
to place Mr. Fishback of Washington before the Convention 

The nomination of Commissioner Fishback was seconded 

SUPERINTENDENT GEORGE 8S. VAN SCHAICK (‘New York): Mr. Presi- 
dent, there would certainly be nothing further from my mind than to contest 


President, 


am going 


the election of the dean of the Insurance Commissioners. Certainly there is 
no one in this Convention thai New York would rather see on this committee 
than Commissioner Fishback of Washington. I would like the pleasure of 
withdrawing my name and would suggest to those who kindly suggested it 
that unanimous support be given to Mr. Fishback 

COMMISSIONER PORTER: Being a member of this western group, I 
would say we would object to that. The gentleman from New. York is one 
we are very much interested in and would like to see him on that Committee, 
and I would like to see the gentiman from New York change his mind. I 
think by all means we should have the Commissioner from New York on 
that committee 

SUPERINTENDENT VAN SCHAICK: What is in my mind is this: I am 
one of the most recent members of the Convention and I would certainly 
regret having amy contest centering around my name s regard. I would 
very much rather refer to the more experienced man id with the consent 
of Commissionex Porter I would prefer to let the matter rest pursuant to the 
original suggestion 

COMMISSIONER FISHBACK: This puts me in rather a peculiar position 
I have never sought this position in any way. I been honored heretofore 
bv is Convention I will confess that I have felt that the Pacific Coast 
States have been entitled before this time to have some member on the 
Executive Committee. I think if you will go back over the records you will 
find that it has been a long time since the Pacific Coast 


has been repre- 
sented On the Executive Committee Notwithstanding, I 


would very much 
prefer, inasmuch as Mr. Van Schaick’s name was presented to the Convention 
before my name, in consideration of the very high regard that I have formed 
of Mr. Van Schaick ‘I want to say that I had the pleasure of riding with 
him in the automobile some 280 miles yesterday and we had a wonderful 
visit and a wonderful time),-while I don't want to do anything that my 
friends here in the West would think was throwing them down in any way, 
that Mr. Van Schaick’s name be retained on the list. I think it is to the best 
interests of the Convention at this time that I should ask that my name be 
withdrawn and that the first six men named shoula receive the unanimous 
vote of the Convention 


COMMISSIONER PORTER: That is fine of our old friend, Commissioner 


Fishback, and now I am going to withdraw his name at his suggestion and 
I am going to meve that the ballot be closed and we not let the Commissioner 
of New York out of the job. I move the nominations be closed. 

The motion was seconded, put te a vote and carried. 

A motion was made, seconded, put to a vote and carried that the secretary 
east the unanimous vote of the Convention for the six Commissioners 
nominated. 

PRESIDENT READ: Those nominated are as follows: Commissioners Van 
Schaick, S. A. Olsness, Joe Thompson, R. C. Clark, Harry W. Hanson, Theo- 
dore Thulemeyer. 

SECRETARY CALDWELL: In accordance with the instructions I cast the 
entire vote of this Convention for the Commissioners named, as the Execu- 
tive Committee. 

PRESIDENT READ: Now, gentlemen of the Convention, I come to the close 
of my term as president of your organization. It has indeed been a pleasure 
to me to have served. I have done a great deal of work on this job and 
those Commissioners who have gone to their chair know that it is not an 
easy task altegether. There is a lot of work attached to it However, it 
has been a pleasure to me to serve you. and I want to express my appreciation 
to all Commissioners for the splendid cooperation that they gave me at all 
times. I bespeak for the new president that same friendly cooperation which 
you gave me, and I now ask Honorable Charles D. Livingston to come 
and take the gavel. (Applause) 

President-elect Livingston took the chair 

PRESIDENT LIVINGSTON: Mr. President, Fellow Cor ssi : I want 
to thank you from the bottom of my heart for this h hat you have 
conferred upon me. I ask for the same cooperation that your retiring presi- 
dent has received. I think possibly this year will be one of t} rdest years 
that we have had in the insurance business, and it will be n ssarv for mae 
to call on you gentlemen from time to time for advice and help. I apprectate 
the honor very much and I thank you for it. (Applause) 

Mr. Tarver has been elected first vice president. I now ca 
words to his fellow Commissioncrs 

COMMISSIONER TARVER: Mr. President and Fellow Commissioners: I 
shall not take your time other than to say that I sincerely and deeply ap- 
preciate the graciousness with which my fellow Commissionrrs have treated 
me since J have become a member of this organization appreciate this 
honor conferred upon me today. I shall in Keeping wi request of the 
president give to him my utmost cooperation to the end that during this ardu- 
ous year ahead we shall have cooperation and a_ successful and happy 
administration 

Before I leave the floor, Mr. President, if it is in order I sh like to move 
that, as our friend whom we love com to the conclusion of his term as 
president, and also that other friend of ours who, as indicated by the dean 
of this organization, now becomes a member of the other organization just 
formed (I refer to President Read and our loved Secretary 5 ldwell), 
this Convention now rise in a standing vote of appreciat services 
and as an indication of our love jor them 

The gydiance arose and applauded 

PRESIDENT LIVINGSTON: Mr. Brown, who has bee 
president 

COMMISSIONER BROWWN: I will say that, like the others, I appreciate very 
much the honor that has been bestowed upon me and I will do my best to ful- 
fill the arduous duties that fall uwwon the second vice president. (Applause) 

PRESIDENT LIVINGSTON: Now our former president has been elected 
secretary and treasurer, and 1 am going to cail upon him as cretary and 
treasurer of the organization 

SECRETARY READ: Mr. President and gentlemen of the nition, I have 
just made my talk and I have nothing furthe ) Say KO to thank you 
from the bottom of my heart for the honor that you hi ust bestowed 
upon me. I shall endcavor to make you a good s¢ ary al ¥ at all time 
be found on the job. I thank you. (Applause) 

PRESIDENT LIVINGSTON: Ii there is no further busine te ume before 

Convention will someone please make a motion 
New York on Dec. 7, 8 and 9? 

A motion was made, seconded and carried to adjourn 


forward 


on him for a few 


cond vice 


th meet in 











A Word of Appreciation 


To have become one of the world’s largest life insurance comipa- 
nies. The Prudential must necessarily have been wisely organized 
and prepared to offer sound protection at low net cost. 


Yet, the success of the insurance busi- 
ness is not due solely to the compa- 
nies themselves. 


State Insurance Commissioners have con- 
tributed immeasurably to this steady 
growth through their sound super- 
vision, their friendly understanding 
and their determination to “bar the 
door” against injustices by those who 
would transgress. 


The Prudential acknowled ges, with grati- 
tude, this spirit of friendly cooperation 
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